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THE BANKER 


A Banker's Diary 
Mid- hod to Mid- -April 


ABout the middle of April representatives of the statistical 
and research departments of over a score of central 
banks met in Paris under the auspices of 
—— ie the League of Nations. The banks repre- 
Pn oman sented included the Federal Reserve Bank 
of New York, as well as the Federal Reserve 
Board, the Banks of England, France, and Italy and the 
Reichsbank. The subject matter of the discussions was 
understood to be mainly technical and scientific, aiming 
at closer co-operation in the compiling of statistical and 
other data relating to monetary and financial conditions, 
including current money and capital market develop- 
ments. It is understood that plans were tentatively 
discussed with a view to setting up an international 
bureau for the collection and transmission of information 
on these lines, primarily for the use of the central banks 
themselves, but possibly also for publication purposes. 


On April 18 there was published in the Press a memoran- 
dum on the gold reserve and its relation to industry, 
which had been addressed to the Chancellor 

a fora of the Exchequer by the conference on 
fonetary industrial reorganization and industrial re- 


Inquiry ; : 
lations, a body composed of representative 


employers and trade union leaders. The memorandum 
claimed that in view of a possible forthcoming shortage 
of gold and of the necessity of providing adequate credit 
facilities for trade expansion, it was undesirable that this 
country’s credit policy should be determined more or 
less automatically by gold movements. In order to 
co-operate with other countries in economizing the use 
of gold and stabilizing its value, the memorandum con- 
cluded that it was “essential to hold a full inquiry into 
the best form of credit policy for this country before 
decisive steps (presumably in the matter of amalgamation 
of the note issues) are taken by the Government.’ 
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IT was announced at the middle of April that the 
Norwegian Government had decided to remove, as from 
, May 1, the restrictions on gold exports 
ee S and to restore the gold standard, which was 
G id Stan {0 _ abandoned soon after the outbreak of war. 
x0ld Standard 
This step will complete the return of the 
Scandinavian countries to the gold basis. The process 
in the case of Norway involved severe deflation, since 
at one time, in 1921, the krone was worth less than half 
its gold parity. This parity, equivalent to Kr. 18.159 
to the £, which is now to be restored in practice in Nor- 
way, is already operative, as before the war, in Sweden 
and Denmark. 


IN accordance with anticipations, it was announced 
on April 17 that the New York Stock Exchange had listed 
the 4 per cent. Funding Loan, 1960-90, 
American jssued by the British Government in 1919. 
—_* '" The total outstanding amount of this loan, 
Securities © Which interest is paid to non-residents 
free of tax, is about £388 millions. The 
arrangement is that the beare r bonds themselves are now 
negotiable on the New York Stock Exchange, bonds of 
f1oo being treated as of $500. The day after the 
announcement a block of £2 millions of the loan was 
publicly offered and quickly oversubscribed. The price of 
Funding Loan has shown a substantial rise in recent 
weeks in expectation of this step. 
P.S. On April 25 the New York Stock Exchange listed 
the 5 per cent. War Loan, 1929-47, of which over {2,000 
millions is outstanding. 


THE Russian Government issued on March 21 a decree 
containing fresh regulations relating to the import and 
; export of currency and securities. Persons 
ee leaving Russia may carry limited amounts 
Pe ol of foreign currencies and precious metals, 
but are prohibited from taking Russian 

currency. Bills and cheques in Russian currency are 
allowed to be removed under specified conditions. Im- 
ports of foreign currencies are permitted to an unlimited 
extent. With certain exceptions, imports of Russian 
currency and exchange are only allowed if it can be 
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proved that removal took place prior to August 1, 1926, 
when exports were forbidden. 


THE consignment of gold sent by the State Bank of Russia 
to New York in February, in respect of which action is 
; being taken by the Bank of France (see 
—— April issue), was re- shipped from New York 
Pa back to Europe early in April. In order to 
avoid entering French waters at Cherbourg, 
the gold was transhipped in mid-Channel and arrived 
at Bremerhaven on April 17. Subsequently it was 
believed to have been sold to the Reichsbank. Mean- 
while a claim to the gold has been received from 
Rumania, in addition to that outstanding on behalf of 
the Bank of France. 


THE Polish banking law which came into effect towards 
the end of March makes it necessary to obtain the consent 
; of the Ministry of Finance before opening 
oe any new banking establishment with the 
ieamtiadene exception of a co-operative credit associa- 
tion. Minimum amounts of capital are 
prescribed for different classes of banks and for various 
localities. Powers of inspection and, in the event of a 
bank's operations being illegal or prejudicial to the public 
interest, of compulsory liquidation, are vested in the 
Ministries of Finance and Home Affairs. The engagements 
of a short-term credit bank may not exceed ten times its 
share capital and reserves. Many cther detailed provisions 
are laid down, and al] banks must present their statutes 
for confirmation under the terms of the law before the 
end of 1928. 


THE Government’s proposals for reorganization of the 
Landmandsbank (see March issue) became law early in 
; April. The State provides new share capital 
Danish of Kr. 50 millions, which it is intended to 
Landmands- ;.. 
erase dispose of at some time in the future. 
Partly in order to carry out the plan, a 
Government loan of $55 millions was issued in New York. 
A portion of the proceeds will apparently be used to repay 
outstanding foreign debts, including the credit of $20 
millions granted in the summer of 1927 by the National 
City Bank of New York (see September 1927 issue) 
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THE official figures of Germany’s international payments 
and receipts during 1927 were published towards the end 
. , Of March. On merchandise account, in- 
ene 2 cluding reparation deliveries in kind, a 
Payments deficit of Kmk. 2,854 millions was arrived 
at. Shipping services yielded a net income 
estimated at Rmk. 304 millions; interest involved a net 
payment of Rmk. 430 millions, and reparation of Rmk. 
1,584 millions, the aggregate deficit on all current account 
transactions being put at Rmk. 4,594 millions. This 
figure compares with only Rmk. 313 millions in 1926. 
New long-term foreign investments in Germany during 
1927 were estimated at Rmk. 1,365 millions, and German 
investments abroad at Rmk. 120 millions. During the 
entire period from 1924 to 1927 it is computed that all 
transactions on merchandise account resulted in a deficit 
of Rmk. 6,220 millions; that the total deficit on current 
account, visible and invisible, amounted to Rmk. 11,248 
millions; and that foreign long-term investments in 
Germany aggregated Rmk. 4,765 millions, as against 
German investments of Rmk. 1,080 millions abroad. 


AsoutT the middle of April the Finance Company of Great 
Britain and America, Ltd., was registered as a private 
Anglo- company. Half the capital, consisting of 
American 2,000,000 ordinary shares of {1 and 800,000 
Industrial deferred shares of 1s., will be held by 
Finance Imperial Chemical Industries, Ltd., and 
half by the Chase Securities Corporation, of New York. 
The board comprises a number of prominent British and 
American financiers and industrialists, and is to be assisted 
by an American committee, representing a wide variety 
of interests and resources. The principal object of the 
undertaking, according to the Press communiqué, lies in 
‘systematic and continuous co-operation of leading finan- 
cial and industrial brains of both countries for the develop- 
ment of industries either already established or of new ideas 
which are daily brought forward.”’ The operations of the 
company are not to be confined to the United States and 
Great Britain, and it is explained that the size of the capital 
must not be taken as indicative of the scope of the financial 
resources available, which are considered to be practically 
unlimited. No public issue of shares is anticipated. 
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On March 28 an agreement was signed providing for the 
liquidation of the war debt of Rumania to France. The 
Franco. Cebt, as on December 31 last, was put at 
Rumanian Ilr. 962 millions gold, from which was de- 
Debt ducted Fr. 434 millions, being the amount 
Settlement owed by France to Rumania. In respect of 
the net amount of Fr. 528 millions due to France, Rumania 
has undertaken to pay sixty-two annuities, ranging from 
Fr. 1} millions gold this year to Fr. 15 {millions in 
the period 1947 68 and Fr. 224 millions in the period 
1969-89. The present value of the payments, on a 5 per 
cent. basis, works out at about Fr. 185 millions. ” The 
agreement settles one of the obstacies hitherto standing 
in the way of Rumanian monetary stabilization, in which 
France is believed to be taking a close interest. 


lHE Committee appointed in July 1924 “to inquire into 
and report upon the conditions and prospects of British 
: industry and commerce’ has now issued 
Balfour =the companion volume ” Part I of the 
See “Survey of Industries”’ (see March 1927 
ublications . a / 
issue). The new volume, entitled “ Further 
Factors in Industrial and Commercial Efficiency,’’ is 
obtainable at H.M. Stationery Office, price 3s. 6d. It 
contains an analysis of preliminary reports in connection 
with the 1924 census of production, followed by lengthy 
discussion of costs of production and distribution, the 
effects of over-capitalization on costs, prices, wages, 
etc.; transport facilities; mobility of labour, internal 
and international; industrial fluctuations and the bear- 
ing of monetary policy on the trade cycle; official trade 
and industrial statistics; and public trading enterprises. 
According to the covering letter, the Committee is now 
engaged on the preparation of its final report. 


= activity in new issues, apart from the Easter holiday 
break, was unabated. According to the Midland Bank’s 
statistics, the total of new money raised 

New Capital in the first quarter of the year was {103 
Market millions, the highest figure since 1920, 
compared with £83 millions last year. Of 

total, £55} millions was for home purposes, while 
millions went to other parts of the British 
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Commonwealth of Nations and £17} millions to foreign 
countries. The ceaseless flow of widely varying industrial 
issues continues to be a feature of the market. 


THE Bank of Norway lowered its discount rate by } to 
54 per cent. on March 26. A reduction by 4 to 6 per cent. 
in the Bank of Italy’s rate on discounts 
Bank Rate and advances was effected on March 31. 
Changes Changes in the Bank of Latvia's rates 
became effective on April 1, the discount 
rate being lowered to 6 per cent. in respect of banks 
charging not more than 11 per cent. for their loans and 
remaining at 7 per cent. for others. Following the 
general upward movement in American rediscount rates 
earlier in the year, the Federal Reserve Banks of Boston 
and Chicago further raised their rates from 4 to 44 per 
cent. on April 19. Within the next few days the 
St. Louis, Richmond and Minneapolis Banks took similar 
action. 


Mr. J. J. Brown 


On April 30, Mr. J. J. Brown retired from the office 
of joint-general manager of the Westminster Bank 
after serving a succession of offices through a period of 
forty-nine years. There is lost to the bank and to the 
City a most capable banker, and one who was invariably 
benevolent, friendly, generous, and disinterested. 


We have also to record the retirement of Mr. W. J. 
Woolrich after forty-eight years’ service to the West- 
minster Bank. Mr. Woolrich was a joint-general manager 
and manager of the Lombard Street office. 


In consequence of these retirements, Mr. F. Lees has 
been appointed a joint-general manager and manager of 
the Lombard Street office. Mr. Lees has been a deputy- 
general manager of the bank. 
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Controlling the National Savings 


\ X 7 HAT optimists are pleased to call progress often 


reveals itself on inspection to be a reversion 
to some older, forgotten institution or way of 
thinking, lost sight of during a space of time; and then 
owing to some change of mood or of circumstances, 
endowed again with the glamour of novelty. No dis- 
passionate observer can doubt that this is true of the 
ebb and flow of economic opinion; not the abstract 
theories and arguments of the professional economist, 
but the views entertained of the nature of the economic 
system by wide circles of men. The business world of 
the nineteenth century nourished, consciously or un- 
consciously, a theory of the natural harmony of the 
economic order, according to which the well-being of the 
whole was promoted by permitting unrestricted free play 
to the self-interest of each individual part. That theory 
has now lost its hold, and is being replaced by a theory 
equally one-sided : the theory of the natural disharmony 
of the economic order; a disharmony which can only be 
corrected, if it can be corrected at all, by the intrusion 
of organization and control. The older theory taught 
that the natural order of events produced its own 
checks and balances; the new, that checks and balances 
have to be provided from above. What is thus revived 
is to all intents and purposes a theory of mercantilism ; 
the theory that in economic matters the State possesses 
superior insight and, therefore, should correct the short- 
sightedness attaching to individual motivation. 
Mercantilism has always had a special itch to interfere 
with the processes of international trade, and it is 
therefore not very surprising that the new Liberalism, 
as embodied in the publication entitled ‘Britain's 
Industrial Future,’’* should proceed to lay down certain 
views which, if they are to be taken at their face value, 
imply the control of the process of foreign investment by 
the State. It is doubtful, remarks the report, “‘ whether, 
at the present time, the existing machinery or investment 
necessarily preserves the correct balance between ex- 
penditure on public utilities at home and loans for 


* “ Britain’s Industrial Future ’’ (Ernest Benn, Limited). 
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similar purposes abroad to governments, provinces, 
municipalities, and other public bodies in foreign countries 
and in the Dominions. Our constructive proposals 
below will be based on the assumption that the develop- 
ment and expansion of transport facilities, public utilities, 
industries, housing, and agricultural equipment at home 
should be a first charge on the national savings, and that 
only the surplus, after the satisfaction of all reasonable 
domestic requirements under these headings, should be 
made available to public bodies abroad.’ The passage 
contains some very far-reaching implications which are 
well worthy of critical attention. 

What reason is there to suppose that our existing 
machinery does not preserve the “correct balance”’ 
between home and foreign investment in public utilities ? 
The first thing that must strike the reader is the absence 
of a definition of what the correct balance ought to be, 
and the concentration of attention upon the machinery 
by which loans are issued. According to the report, a 
correct balance involves that “all reasonable domestic 
requirements” for all purposes should first be met; but 
then, what are “all reasonable domestic requirements” ? 
Unless some sort of objective standard can be provided, 
it will prove extraordinarily difficult to lift the judgments 
of the proposed Board of National Investment out of 
the atmosphere of administrative arbitrariness to which 
power without adequate standards of action almost 
necessarily condemns them. 

If capital flows abroad instead of being invested at 
home, there must be motives leading, or perhaps mis- 
leading, the lender. He may be prejudiced against 
home investments because he is afraid of the safety of 
his investments ; the existing state of the law may unduly 
favour the foreign as compared with the domestic field ; 
the self-interest of issuing houses and promoting agencies 
may lead them to prefer foreign loans; economic pre- 
judice—economy campaigns and the like—may prevent 
capital from being borrowed which, if it were asked for, 
the investor would be glad to lend. Lastly, but surely 
of great importance, the rate of interest may be, and 
indeed is, higher than it is at home. 

Attacks upon our existing machinery, on the ground 
that it fails to produce the “correct balance,’ must 
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obviously give great weight to the first group of reasons 
set out above. They may be individually not very 
important, but their cumulative influence may be very 
great. But it is, of course, quite impossible to say how 
great the cumulative effect is, since the factors vary in 
strength from time to time relatively to one another, 
and relatively also to the influence exerted by the rate 
of interest itself. But it must not be overlooked that, 
to some extent at least, if these reasons for over-invest- 
ment abroad really exist, they bring about their own 
cure. For, of course, they tend to lower the rate of 
interest on foreign investments, and to raise the rate of 
interest on domestic loans, and thus tend to bring about 
a fresh distribution over the whole field. The influence 
of the rate of interest is thus indirectly strengthened. 
To what extent is the rate of interest a guide, not 
only to the willingness to pay, but to real economic 
need ? It can hardly be contended that the country 
cannot afford to pay a rate of interest as high as that 
offered elsewhere; the fact is that the amounts actually 
borrowed here can be obtained at a low rate. The fact 
then that foreign countries offer a higher rate is an 
indication of greater relative need; and, if capital is 
distributed through the level of interest rates it would 
seem to indicate that the world as a whole is better off 
by some capital going abroad, in spite of some “reason- 
able’’ demands not being satisfied here, than it would be 
if no capital went until a// demands here were satisfied. 
It may be argued that what is true of the world as a 
whole is not necessarily true of a single part of it, and 
that we ought to think first and foremost of ourselves. 
But the antithesis between the ‘world as a whole” and 
“ourselves’’ is essentially a false one, if it implies that 
we do not benefit in any way from the existing distri- 
bution of resources. To calculate how much we would 
gain directly and lose indirectly by substituting {50 
millions more of home for foreign investment is obviously 
a very difficult matter, and the Liberal report throws no 
sort of light upon how a decision is to be arrived at. In 
any case, what is a reasonable or unreasonable distri- 
bution of capital cannot be decided in the light merely 
of the amount of capital demanded, but must have 
reference also to the amount of capital available, so that 
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each change in the volume of the national savings, as 
well as all changes in the uses to which capital can 
be put, will affect one’s judgment of what is reasonable 
or unreasonable under the circumstances. 

Speculations and analyses of this sort serve an ex- 
ceedingly useful intellectual function: they undermine 
that unthinking satisfaction with things as they are which 
stands in the way of rational reform and_ prevents 
reformers and business men from ever understanding 
one another. But to challenge complacency and to 
undermine shallow optimism is not the same thing a 
indicating how matters are to be improved by yes 
administrative interference. That the eminent economists 
who assisted in the drafting of the Liberal report are 
somewhat uneasily aware of this inconvenient fact is 
clear from the nature of the recommendations which 
they actually make. 

The Board of National Investment which it is pro- 
posed should be set up to take over the functions of the 
National Debt Commissioners and of the Public Works 
Loans Board is, in other words, to centralize the capital 
operations of the Government, including in the pro- 
perty to be managed, “the assets of the Post Office 
Savings Bank, and of the Insurance Funds.”’ How it is 
to operate will be discussed later; but so far as the 
principle of diverting funds from foreign to home purposes 
is concerned, the suggestion is made that the Board, 
in conjunction with the Bank of England, “‘should be 
given some power of emergency control over the public 
issue in Great Britain of loans to Government and other 
public bodies overseas, such as are already exercised 
informally by the Bank of England, and in the United 
States by the Treasury. These powers should only be 
used in emergencies or when the currency position de- 
mands some measure of regulation of overseas issues. 
Overseas loans to governments and other public bodies 
should at such times be made only with the permission 
of the Board.”’ 

Was there ever a ‘more perfect example of the little 
boy who chalked up “No Popery” and then ran away ? 
Our existing machinery is said to be defective in preserving 
the “correct balance’’ between home and foreign invest- 
ment, and as a solution of the problem we are given a 
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Board which is to have the power of controlling public 
loans in periods of emergency, which are not defined, 
and in periods of currency difficulties, which are usually 
also periods of high bank rates and, therefore, ‘in any 
event unfavourable for the flotation of new loans! The 
fact is that this proposed solution is no solution at all 
of the particular problem posed: either funds are to be 
diverted, in which case the machinery proposed is not 
enough, or the funds will not be diverted, in which 
case the whole proposal is useless. But there is, to be 
just, another side to the scheme. Though little can be 
done through regulation, something can be done through 
direct administrative action. The Board is to have the 
power of issuing National Investment Bonds and, as 
already mentioned, is to have control over Post Office 
and National Insurance money. Sinking Fund operations 
on the dead-weight debt are to continue normally, but the 
Board is to have the power to ‘substitute National 
Investment Bonds for dead-weight debt,’ so that the 
total of debt outstanding would remain unaltered, but 
a productive would gradually be substituted for an 
unproductive National Debt. Given large resources on 
the one hand, and wide discretionary powers on the 
other, there is, of course, no doubt that the Board, so 
far as its direct activities are concerned, could add to 
the amount of capital equipment.- But in so far as this 
activity is in substitution of the investment of Sinking 
Fund monies by individuals, there might be no net 
addition, unless, indeed, the investor usually prefers 
foreign to home investments. Even so, there is no 
guarantee that if the National Investment Board goes in 
for a policy of National Capital Development, the private 
investor will not put up less money for home capital use 
than he might otherwise have done. The mere existence of 
administrative machinery endowed with large resources 
does not, therefore, imply the certainty of a real net 
addition to the total capital equipment of the country. 
What it certainly does do is to raise the question of 
whether such a Board is really in a position to invest 
these sums wisely, and upon that point not everyone 
will share the optimism of the authors of the Liberal 


report. 
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Five Years of the Austrian 


National Bank 
By Dr. Richard Reisch 


(President of the Austrian National Bank) 


OT only in a general political sense, but also from 
N the standpoint of currency policy, the old Austrian 

State, situated in the centre of Europe, experienced 
many changes in the course of its history. I need but 
call to mind the important alterations in the currency in 
1811, 1816, 1848, and 1859. The gold exchange standard, 
too, so widely in use at the present time, was first 
successfully employed in Austria in 1879, when the silver 
coinage was suspended, and again in 1892, when the 
Austro-Hungarian currency was established as a gold 
standard, though in reality it was treated as a gold 
standard. Post-war Austria, too, can look back on a 
remarkable career in currency politics. Between 1919 
and 1922 it afforded an exemplary instance of the 
gradual decay, and finally of the complete destruction, of 
a currency as a result of inflation, and since 1923 the 
first instance in Europe of a currency stabilization 
followed by the creation and maintenance of a new and 
sound currency. These latter tasks fell to the lot of 
the Austrian National Bank, which was founded on 
January I, 1923, and has just published a report on the 
fifth year of its activity. A retrospect of this eventful 
quinquennium is, perhaps, not devoid of interest. 

In the second half of 1922 the value of the crown 
had depreciated to a rate of 83.950 to the dollar. At 
this critical moment, when Austria threatened to become 
a prey to Bolshevism, Dr. Seipel approached the League 
of Nations. A programme of reconstruction was drafted 
on a large scale, its main points being the stabilization of 
the currency and the restoration of budgetary equilibrium. 
A loan of 156 million dollars, guaranteed by eleven Euro- 
pean States, served the attainment of both these objects. 
It was intended to cover the deficit of the years 1923 
and 1924, thus enabling the Minister of Finance to eschew 
the further use of the note-printing press. The bank of 
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issue, which was founded on January I, 1923, and which 
was independent of the Government, was thereby pro- 
tected against the danger of being forced to increase the 
fiduciary circulation. At the same time the foreign 
exchange obtained from the League of Nations loan, 
which was taken over by the new bank of issue, formed 
the foundation for an adequate foreign exchange cover 
for the latter, so that the exchange rate of the notes 
could be successfully defended in relation to foreign 
currencies. The predecessor of the National Bank, the 
so-called “ Devisen-Zentrale’’ (Foreign Exchange Centre), 
had already succeeded in maintaining the value of 
the paper crown, as from October 1922, approximately 
at a level of 14.400 per one gold crown, and in limiting 
the fluctuations in relation to the gold value of the 
foreign currencies within a range of about I per cent. 
This state of affairs the Austrian National Bank pre- 
served and improved, first by stabilizing the Austrian 
currency in relation to the Swiss franc and, subsequently, 
as from May 18, 1923, by “ pegging”’ it in relation to the 
dollar at a rate of 71,060 crowns (or, since 1925, 
7.106 Austrian schillings). As from August 6, 1925, the 
schilling-dollar rate was altogether released, but even 
subsequent to this release the exchange rate, which had 
meanwhile been legally established by the new Currency 
Law of December 20, 1924, remained stable, save for 
quite insignificant fluctuations, which were, if anything, 
in favour of the schilling. 

This procedure more than once entailed the reproach, 
reiterated recently by Professor Cassel and by M. Avenol, 
of the League of Nations, that the crown was stabilized at 
too low a level. It seems to me that no proof has been 
supplied for these assertions. My standpoint is that any 
considerable oscillation in the value of money, unless for 
imperative reasons, is a great evil, militating against a 
return of regular business conditions, entailing new forms 
of hardship, and rendering reliable commercial calculations 
impossible. In view of the extraordinary critical position 
of Austrian economy, such consequences had to be avoided. 
Certainly there may be reasons for aspiring to a re-esta- 
blishment of the old value of a currency, or at least as 
near as possible an approach thereto. Thus it was 
undoubtedly important for Great Britain to return to 
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the gold parity of sterling, nor could it be a matter of 
indifference to France and Italy whether their currencies 
were stabilized at one-seventh, one-fourth, or one-third 
of their former value. But once the depreciation of 
currency has gone to such lengths, as was the case in 
Austria, where the crown possessed no more than one 
14.400th part of its gold value, a completely new 
adjustment of the price level must obviously be effected. 
At home the crown was overvalued, since prices were 
unable to keep pace with the currency depreciation, but 
abroad the crown was undervalued in view of the distrust 
created by the policy of inflation. It was difficult to 
foresee at what time and at what level this difference 
would be balanced. Austria therefore contented itself 
with the result attained in the course of the autumn of 
1922, on the basis of which the crown was stabilized at 
about 14 per cent. above its lowest recorded level, whereas 
it is a well-known fact that Germany observed no interval 
at all, but reduced the exchange rate of the mark, even 
after the commencement of the stabilization period 
(November 12, 1923) in the course of a single week from 
630,000 millions to 4,200,000 millions to the dollar. The 
reproach of too low a rate of stabilization should, there- 
fore, have been directed against Germany rather than 
against Austria. When all is said and done, it is really 
only the holders of money and monetary claims who, 
in the long run, are interested in the rate of stabilization, 
since all other incomes adapt themselves to the new price 
level. In the first-named States, where means were also 
available for the purpose of influencing the rate of the 
national currency in the desired direction, these interests 
could be accorded a certain consideration; in Austria it 
was, even for a capitalist, obviously a matter of 
secondary importance whether the future value of the 
currency was raised from 1/14,400 to I/12,000 or even 
to 1/7,200 of its former worth, seeing that pre-war 
fortunes, consisting of monetary claims, had in any case 
to be considered as almost wholly lost. In the light of 
experiences since made, however, in other countries, an 
increase of more than a hundred per cent. in the value 
of the money could certainly never have been attained, 
quite apart from the fact that Austria had not at its 
disposal the holdings of foreign exchange required for 
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such transactions. Austria’s first care—especially in 
view of the fact that the League of Nations credit was 
not available until the spring of 1923—had rather to be 
directed towards attaining a voluntary influx of foreign 

capital, which was only to be effected by the establish- 
ment of a rate of exchange likely to tempt foreign capital. 
This object was attained, for immediately upon the 
announcement of the League of Nations aid foreign 
capital flowed into the country and could also be retained 
there. After some fluctuations in January and February 
1923, there ensued an almost uninterrupted increase in 
the cash reserves of the National Bank, rising from the 
lowest point of $17,106,000 on February 15, 1923, to 
$61,816,000 on December 31, 1923, and $65,239,000 on 
December 31, 1927. I believe this factor was decisive 
for the success of the currency stabilization and 
guaranteed its permanency. 

The above-named critics are of opinion, it is true, 
that the low exchange rate of the crown and the 
consequent influx of foreign money were to blame for 
the over-speculation and Stock Exchange crisis which 
victimized Austria in 1923-24. However, this, too, 
appears to be unjustified, for otherwise the same 
phenomena should have been witnessed in Germany in a 
far higher degree. The causes of over-speculation were 
mainly of a psychological nature, consisting in an 
over-estimation of the improvement of economic circum- 
stances occasioned by currency stabilization and in the 
continued speculative spirit engendered by the lengthy 
period of inflation. Both these factors may in good part 
be explained by the circumstances that Austria had been 
the very first country to effect a currency stabilization 
and could, therefore, not yet command that degree of 
experience which other countries subsequently enjoyed 
on the strength of the events in Austria. The Austrians 
forgot that the war had left them not only the destruction 
of their currency, but also the dismemberment of a 
formerly uniform economic region, which deprived their 
commerce and industry of markets and caused a far- 
reaching devaluation of capital investments. They 
believed, moreover, that they would be just as successful 
in reaping profits out of bear speculations in foreign 
currencies, as the citizens of foreign States had been in 
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regard to the crown, quite forgetting that the currency 
of a big victorious State could far more easily find 
support than the currency of a small and vanquished one. 

In view of the above-mentioned particular psycho- 
logical circumstances characterizing the situation in 
Austria, the young Austrian National Bank was hardly 
in a position to oppose over-speculation successfully. 
Bank credits and rates of interest played no part at all 
in the calculations of the speculators, who were serenely 
confident of a higher appreciation of the shares and of the 
breakdown of the French franc. On Bourse loans, from 
80 to 120 per cent. interest per annum was for many 
months forthcoming, whereby all available internal and 
very much foreign capital was attracted. On the other 
hand, the National Bank, with its modest bill-portfolio, 
had at first a bank rate of 9, and later one of 12 and 15 
per cent., which it could hardly increase any further 
unless it was willing to plunge commerce and industry 
into absolute ruin for the sake of the Stock Exchange. 
The National Bank had therefore to content itself with 
repeated warnings and to leave the speculators to their 
fate. Unfortunately the inevitable breakdown of this 
over-speculation involved numerous non-participants and 
increased the general impoverishment of the country. 
There ensued a general economic crisis which led to 
some sensational bank insolvencies and could only 
gradually be overcome. In many cases, however, the 
reasons of collapse lay only partly in the vicious specu- 
lation of the year 1923 and to the greater part in the loss 
of working capital, forfeited during the inflation period, 
and in the absence of the economic revival which would 
have resulted from an improvement in the marketing 
conditions in the Succession States. 

By reason of the crisis, the National Bank was 
confronted with unusual tasks, being obliged, with a 
view to preventing a general panic, to provide means for 
the support or voluntary liquidation of important enter- 
prises and for the gradual settlement of Stock Exchange 
engagements. I believe that it acted rightly in so doing, 
for in special circumstances a bank of issue may have 
to resort to unusual measures for the sake of preventing 
serious disturbances in the economic situation. The 
wisdom of this procedure on the part of the National 
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Bank is practically confirmed by the fact that it succeeded, 
without any losses whatever, in steering the Stock 
Exchange ship into calmer waters and in keeping several 
important enterprises afloat. In certain cases, it is true, 
it had to make some sacrifices in employing part of its 
extraordinary profits for the purpose of avoiding insol- 
vencies or of mitigating the losses of depositors, without 
thereby neglecting the interests of its own shareholders. 
By such means as these, it attained its main object, that 
of maintaining confidence in the final success of the work 
of reconstruction and in the stability of the currency. 
The tendency noticeable in the autumn of 1924 towards 
a withdrawal of foreign capital was met by the National 
Bank by the introduction of the “ Kostgeschaft ” (“‘ swap 
business,” i.e. the spot buying and forward selling 
of foreign exchange). With the return of normal! 
circumstances this innovation was suspended, being 
replaced by the traditional, but essentially equivalent, 
forward business in foreign exchange. The conviction 
as to the secured stability of the Austrian schilling and 
the confidence in its own strength enabled the Austrian 
National Bank, as early as 1925, to permit of certain 
facilities in foreign exchange transactions, and, as from 
December 18, 1926, to withdraw all restrictions on the 
buying and selling of foreign exchange against schillings, 
a step which many larger and wealthier States, such as 
Czechoslovakia, Yugoslavia, and even Italy, have not 
ventured to take to the present day. Thus the Austrian 
National Bank has, as a matter of fact, already 
attained to the old ideal of central banking policy, the 
convertibility of its notes in gold, with the sole modifica- 
tion that, instead of gold, it is ready to pay for its notes 
their gold equivalent in any desired foreign currency. 
This modification, which has also been adopted in various 
other countries, is an outcome not only of the altered 
distribution of monetary gold among the banks of issue of 
the world, but yet more of the altered conception as to 
the most efficacious employment of monetary gold. 

In spite of the difficult circumstances the Austrian 
Republic has had to encounter since the hour of its incep- 
tion, the National Bank shows a constant strengthening 
of its position. Whereas on January 7, 1923, the 

gold holdings amounted to S.4,967.200, the foreign 
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exchange holdings to S.114,551.900, the bill portfolio to 
S.7 _ 300 and the bank- noe issue and sight liabilities 
toS .447,089.400, the cover thus figuring at 26°73 per cent., 
the corresponding figures for January 7, 1928, show a 
gold stock of $.84,456.000, foreign exchange holdings of 
S.643,312.000, a bill portfolio of $.118,132.000, and a 
bank-note issue and sight liabilities of gapmeatancplg 
representing a cover of 71 per cent. The substantial 
increase in the cash reserves is mainly due to the fact 
that the National Bank was able to acquire and retain 
the proceeds of the League of Nations loan. Other 
long-term foreign loans have been received by Austria 
so far only to a moderate extent, while the total sum of 
short-term foreign loans is presumably not very large, 
and, at any rate, fairly stationary. 

In general, the outcome of the five-year period since 
the commencement of the work of reconstruction may 
therefore be considered altogether satisfactory from the 
standpoint both of currency policy and of State finances. 
If this cannot be said with the same degree of confidence 
in regard to the general economic situation, this is mainly 
owing to the fact that in this latter connection there are 
factors at work which can hardly be influenced by Austria 
alone, depending rather on the development of customs 
conditions in relation to the Succession States. These 
States still seek to create new industries and to protect 
them by customs barriers, whereas the Austrian Republic 
was left with the bulk of an industry sufficing for the 
entire old Monarchy, and is prevented only by these 
customs barriers from finding the necessary markets. 
Therefore Austria suffers from that most dreadful of 
present-day economic evils, unemployment, which 
naturally entails a general economic depression. It is 
unjust, however, to lay the blame for this evil on the work 
of reconstruction, which by the reorganization of the 
currency and the budget has undoubtedly brought about 
a decisive improvement in the situation of Austria and 
has created the indispensable basis and pre-requisites for 
an improvement of general economic conditions, which, 
it is to be hoped, may be attained at no very distant 
future with the progressive consolidation of the new state 
of affairs in Europe. An impartial estimation cannot but 
recognize that the work of reconstruction was a great 
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achievement, due in like part to the international co- 
operation of the guarantor States secured by the League 
of Nations and to the exemplary spirit of self-sacrifice 
shown by the Austrian population in assuming the 
heavy burdens of the reconstruction. 

The issue of the League of Nations loan would not have 
been possible without the guarantee of the Great Powers, 
just as it would have been found impossible to place the 
loan without the recommendation of the League. The 
assumption of the said guarantee was the first, and a 
really generous, proof of the re-awakening of the spirit 
of peaceful collaboration on the part of the European 
States in economic matters. Austria must, therefore, 
take pride in seeing that the foreign States do not incur 
any sacrifice by reason of their liabilities under their 
guarantee and that the loan will prove to have been a good 
investment for the subscriber, as not only offering a 
favourable rate of interest but also promising substantial 
profits on capital. Thus we have a new proof of the old 
truth that even in international intercourse the profit 
of the one need by no means always represent a loss to 
the other. That this old adage should once more have 
been confirmed, is the merit of those who, in the face of 
manifold difficulties, untiringly advocated the League of 
Nations loan, among them, in the first place, the Right 
Hon. Montagu Norman, governor of the Bank of England. 
Austria will never forget their support. 


Mr. Willard Warren 


We regret to record the death of Mr. Willard Clinton 
Warren, the principal owner and publisher of the 
(American) ‘“‘ Bankers Magazine,’ and many other 
eminent American journals. 

Mr. Warren’s character, ability, and judgment were 
well reflected in the many publications under his control. 
All are distinguished for integrity, individuality, and high 
sense of public responsibility. Though he interfered not 
in their editorial direction, he was, nevertheless, a great 
asset to the various editors, who could always rely upon 
him for wise counsel, sympathy, and unqualified support. 
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Has the Money-Credit System a Mind? 
By H. G. Wells 


N YEAR or so ago I wrote a novel called ‘The 





World of William Clissold,’’ in which I imagined 
the attitudes of mind of two adventurous brothers 
who grow rich under contemporary conditions, the one 
by the commercialization of a natural interest in and a 
gift for chemical research, and the other through an 
aptitude for advertisement. I did my best to evoke the 
characteristic responses of two active modern types to the 
challenges of contemporary fact and contemporary con- 
ventions. The book was ill-received, I believe because 
it accepted nothing of that rigid fatalism which is the 
standard attitude of the high-class, well-made novel, and 
instead had a pushing and urgent quality proper to its 
subject, but extremely distasteful to minds habituated 
to reading books of an established type of excellence and 
writing about them fastidiously. Neither William nor 
Richard was epileptic, obsessed, futile, or completely 
detached from current personalities and realities. They 
thought and said things about many public characters 
whom they had encountered, and they had strong views 
about current events, and so both of them were pro- 
nounced unsuitable for literary treatment and the reading 
of genteel people. But the book, thanks to a vigorous 
publisher, got through to a number of readers outside 
the circles in which masterpieces of sterling quality are 
selected and embalmed for posterity; many of these 
readers were sufficiently naive to accept something real 
in the notions of my Clissolds, and their unsophisticated 
responses resulted in a considerable amount of discussion. 
Among other literary indecorums, those Clissolds were 
supposed to be acutely interested in business processes. 
(In really literary literature a man preoccupied with 
business processes is only admissible as a cuckold.) They 
had ideas (oh horrors!) about the amalgamation of 
businesses and the advertisement of commodities, and 
they found the description of Harmsworths in transit 
and looming Brunners and Monds more attractive than 
those copious accounts of cliffs, mountain scenery, 
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excursions, amorous complications, sea fights, village 
merry-makings, and the obscure behaviour of the captains 
of sailing ships which have been recognized for years as 
the only legitimate material for high-class literary work. 
Richard Clissold got very excited by the agitations of 
money and credit in the post-war period, and he and 
William, being ordinary men using current speech, talked 
something very like current journalese on these questions, 
and both expressed themselves (and here I approach 
my subject) about bankers with vividness and distrust. 
There was even an outrageous comparison of bankers 
who wound up businesses and nations in debts, to spiders 
who sew up flies by necessity and instinct without 
understanding what they do. 

Among other readers who commented upon these 
imagined utterances were the late Mr. Walter Leaf and 
the Editor of THE BANKER. The Editor of THE BANKER 
thought William Clissold might very well expand his 
criticisms for the special public of his periodical. My 
own point of view was that William had said quite 
enough to provoke. He had brought out what had 
struck me as remarkable in the interesting economic 
processes of today, the fact that quite intelligent men 
concerned in very big developments of production and 
selling can yet be out of sympathy and understanding 
with other men, often men of the finest and acutest 
quality, concerned in sustaining and directing the 
mechanism of money, the promise and assurance of money 
throughout the world. Clever, active men in business, 
who have grown up in and grown accustomed to business 
as it is, will find it hard to realize how wonderful that 
disconnectedness of understanding seems to a sympathetic 
but inexpert outsider such as I claim to be. I intimated 
to the Editor of THE BANKER that William Clissold had, 
I thought, said his say. He had tried to state how he 
conceived synthetic industrial enterprise stood to the 
general spectacle of human fate and destiny, and the 
really interesting thing would be not to hear him go on 
beyond his depth into a lecture on banking, but to geta 
number of bankers to do like the hippopotami in “ Johnny 
Crow’s Garden,” and ask the question, “What am I ?”’ 
Do bankers, I asked in effect, see themselves as func- 
tional parts in a world economic process which develops 
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in a definite direction, or do they just bank, receiving de- 
posits and lending money by nature and the accumulated 
rhythms of the past as the hawthorn blooms in spring ? 

The older and more wrinkled I grow the more clearly 
do I realize that my role in life is innocence. Throughout 
forty years, and I do not know how many books, my 
stock-in-trade has been an open-eyed wonder at my 
cleverer, more sophisticated fellow-creatures. I have 
played the part of the child in the well-known fable of 
the Emperor’s Clothes in relation to quite a number of 
widely accepted unrealities. It is the habitual simplifi- 
cation forced upon me by my unaffected want of clever- 
ness, a want of cleverness evident, for example, in such 
facts as that I am a bad bridge player, a poor hand at 
games, a wretched linguist, shy socially and generally 
unhandy, which has left me at last with perhaps a longer 
mental reach than most people employ. And now in 
my correspondence with the Editor of THE BANKER 
I adhered to my habitual methods. Failing William 
Clissold as an intermediary, he suggested I should write 
him an article over my own signature, saying all I thought 
about banking. This suggestion I accepted, stipulating, 
however, that he should first refer me to any modern 
statements about fundamental ideas, made by prominent 
bankers, and any books in which banking is displayed 
in relation to the less specialized activities of social, 
industrial, and political life. And after a certain amount 
of tuition by correspondence I do find myself with some 
very definite impressions about the duties, obligations, 
and opportunities of this—to most people—mysterious 
world of banking, finance, and monetary control. My 
impressions may seem to some readers of THE BANKER 
very innocent and obvious propositions, and to others 
they may seem irrelevant; but that is not my fault, but 
the fault of the Editor who invited my naive mentality, 
my almost Pippa-like mentality, to pass through these 
specialized and sophisticated pages. 

Now first I would submit that in all these monetary 
matters, as in the great proportion of human affairs, we 
advance from the complex, heterogeneous and confused, 
towards the uniform and simple. The origins and 
development of monetary devices, so far as I can learn, 
were an intricate and illogical tangle of processes. How 
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money emerged in the rude processes of primitive barter 
is still an imperfectly-traced story. How metals were 
first real commodities handled in lumps, and how they 
then became more and more standardized lumps and 
abstracted counters in reckoning, must have involved a 
complex succession of mental phases about which we are 
still merely speculative. The psychological route of it 
has still to be mapped in detail. And how money spread 
from being a mere traders’ accessory into the general life 
of the community, and how its use gradually released 
the serf and the slave by the spread of the conception of 
wages, find no record in the preposterously military and 
national history upon which rests the muddle of our 
social and political ideas. No one ever planned and 
plotted a monetary society beforehand. One thing led 
to another, and we find ourselves in a monetary society 
with the most intricate system of payments, debts, 
proprietary claims, and taxes holding us together. We 
find ourselves in a society in which to be without money 
or credit is to be without command of food, clothing, 
shelter, even the bare permission to exist. And that 
money-credit system rests on no clear, simple, definite 
foundation at all. It works to hold together and sustain 
reciprocities in a far larger, more unified, and more 
productive social organism than is conceivable under 
any other conditions. But it works with manifest 
friction, obvious wastefulness of life, and very con- 
siderable social stress and injustice. Since none of us 
has completely mastered its inherent nature, we have 
no measure of its inherent weaknesses and dangers. 
Central in these complexities we find the operations 
which, in the widest sense of the word, we speak of as 
banking. And after absorbing whatever was relevant 
to my curiosities in the correspondence course the 
Editor of THE BANKER has given me, I find myself 
repeating in my own proper person the observations I 
put originally into the mouth of William Clissold, that the 
banking, financial community does not seem to be aware— 
and does not even seem to feel any need to be aware—of 
what as a constituent organ in human society it is up to. It 
is just working uncritically like a born cart-horse in a cart. 

This is not an accusation ; it is an observation. Above 
all, it is not detraction. It is an observation that might 
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be extended to almost any of the functional systems in 
our human world. The mere making of it involves a 
new idea, a new way of thinking, a sort of subconscious 
by-product, I suppose, of the development of modern 
science, the idea, namely, that we live in a correlated world 
process moving towards certain ends, and that this process 
is understandable and, within limits, controllable. This 
idea is seeping into men’s minds. In the past, man’s 
conception of his affairs was much less critical, much more 
adventurous and chancy. He took the current inter- 
pretation of money, property, right and wrong in 
bargaining and in manufacture, servitude, slavery, and 
what not, as the final truth about all these things. The 
general direction of affairs was quite outside his hands; 
it was under Fate or a Divine Will; if it was deflected at 
all by human agency, it was deflected by the propitiatory 
acts of the priest or the wisdom of the king. He was not 
called upon to understand, much less to interfere. 

We pass out of that age of innocence now, as our 
observation and analysis of social fact becomes more 
acute and penetrating. But I gather from the intimation 
of literature I have had from Mr. Brendan Bracken, 
and from very small inquiries of my own, that even 
quite prominent exponents of the financial mind are 
still in that innocent phase. They display wisdom, ripe 
experience, and a fine sense of responsibility in what 
they have to say about banking, within their limits as 
operating financiers; but they never seem to see their 
business as anything more than a system of operations 
entirely conditioned by outer things, into which they do not 
enter, and over which they attempt no control. Either 
they imagine that king (through his ministers or constitu- 
tional supplanters) and priest (under Providence) are still 
in control, or they have failed to observe that there is any 
need of control. They do not apprehend banking and 
finance as potentially a controlling process. If they du 
not suffer from an immense intellectual indolence, then 
they are guilty of a monstrous and _ reprehensible 
humility. 

However unpremeditated and incoherent its origin, 
the monetary credit system of the world is now, in effect, 
the nervous system of collective mankind. Its ultimate 
fibres end in human beings and touch and work us all. 
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It distributes incentive. It controls stimulation, nutrition, 
and growth. It evokes industrial production here and 
inhibits it there. Crops grow through its beneficence 
and the plough stops where its currents are withdrawn. 
The nominal governments of men can interfere with its 
operations and propitiate its dispositions, but they can 
neither command nor prevent as it can command and 
prevent. So that we have at present the paradoxical 
situation that the real controlling organization of human 
affairs is apart from and ostensibly under traditional 
controls that must in fact consult and consider it at 
every turn and are quite incapable of replacing it. In 
1920, in Russia, I had a glimpse of a community trying 
to work without money, with an improvised Government 
credit of the crudest sort-—and it was a terrifying glimpse. 
No other Government has ever ventured to rebel against 
money. The world in the last century and a half has, 
in fact, evolved a new directorate de facto altogether, 
without transferring overt responsibility from the 
governments de jure, the parliaments, presidents, councils, 
and what not. We have thus two disconnected systems 
of control side by side. We have government without 
competence, and control without responsibility. The 
Governments claim and exercise undefined powers of 
interference with and control of such parts of the 
monetary credit system as fall within their areas of 
jurisdiction, making, at times, quite catastrophic inter- 
ventions, knocking local currency to pieces, for example, 
or strangling the local supply, while those in more 
immediate practical contact with the system display 
astonishingly little disposition to make any but an 
individual use of the increasingly powerful apparatus in 
their hands and no sense of obligation to the general needs. 
We are living in reality in the meshes of a money-credit 
network which seems to be collectively unaware of its 
own importance, a thing unawakened, while we pretend 
and even believe that we are still living in a number of 
sovereign States descended from the chieftainships, 
monarchies, tribalisms, and so forth, of the past. 

Let me repeat that I observe, I do not indict. This 
present state of affairs has come upon us.almost unawares. 
Our ideas of human government are based on legal 
concepts about localized, national, and _ imperial 
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sovereignty, and in theory every sovereign State has its 
own money-credit system in complete subordination to 
itself. In practice, the modern money-credit system 
altogether transcends the boundaries of these sovereign- 
ties. So that a banker who begins to think of the 
conscious exercise of financial power finds himself almost 
from the outset thinking in terms that are treasonable 
to the hates and patriotism he learnt at his mother’s 
knee. His mind has to step from home to Cosmopolis 
if he is going to think clearly and fully about all that is 
implicit in his business. 

This is a considerable step to make. I am sure that 
a number of men in our generation have come to that 
step and hesitated. And the hesitation of the banking 
world to face a general conception of Cosmopolis, in the 
place of the dear old loyal and patriotic assumptions, is 
one that must extend to many leading intelligences in 
the world of metallurgy, modern industries of every 
type, staple production, power distribution, and the like. 
Sooner or later, I think, as the intellectual atmosphere 
clears, men of affairs will begin increasingly to take that 
step, but until they do so they will remain without a 
clearly rationalized conception of their own activities, 
and they will be unable to tell themselves, much less 
to tell anyone else, of the rdle they consider they are 
playing in the world’s development. They will continue 
to give the observant outsider the impression Richard 
Clissold expressed and William endorsed, of a high and 
honourable and potentially powerful aimlessness. Mean- 
while, these moribund loyalties and antagonisms out of 
the past, with their inherent disposition towards national 
antagonism and war, threaten in their last decay to 
slaughter more men than ever they did in their healthy 
prime; they push the operations of the money-credit 
system askew, and they may yet succeed in wrecking it 
as completely for some generations as the money-credit 
system of the Roman Empire was wrecked in the fifth 
and sixth centuries. The bankers’ protest against the 
particularisms of commercial method in Europe, the high 
tariffs and mutual obstructions to recovery, made a year 
or more ago, is remarkable as being perhaps the first 
open recognition of the pressure and conflict between 
the old traditions and the new synthesis. 

Q 
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This period of intellectual vacillation is no doubt an 
inevitable phase in the emergence of a new type of human 
association throughout the world. I believe that this 
indecisive phase is already passing. William Clissold 
remarked that bankers seemed to have no use for their 
minds in business, and that no profession had produced 
so many brilliant amateurs in other fields: poets, men of 
letters, men of science, antiquarians, musicians, fine 
gentlemen, and the like. Honour and routine were all 
they needed in their banks. I submit that there is now 
every sign that bankers propose to recall their surplus 
energies to their own affairs, and that this amateur 
phase is over. In their own activities they have the 
starting-point for the most penetrating and fruitful 
inquiries into the working of the whole social machine, 
and the leading bankers of the coming years are bound, 
I submit, to be leading sociologists as well as leading 
international influences. Research and the organization 
of research is imperatively indicated for them. Inevitably 
they must push on with the systematic rationalization 
and simplification of the money-credit system which has 
grown up as the nexus of the world civilization that is 
opening out before us. 

The responsibility for this work of replacing the 
present fragmentary and disjointed complex of usage, 
tradition, and obstruction by a lucid, serviceable world 
money-credit system, lies in the first instance with the 
banking community—still using banking in its widest 
sense—and can only as a last desperate resort be taken 
out of its hands. Bankers know. At least they know 
more than anyone else. They have the experience. 
Even if they have still te digest it for themselves and 
others. They control the contacts. No doubt their 
science and methods, like all special sciences, can benefit 
greatly by the suggestions, observations, and irruptions 
of outsiders, but it is up to the inside man to do the 
bulk of the work. No doubt outside criticism, amounting 
in many cases to hostile propaganda, will be stimulating. 
But if the banking world chooses to organize the elucida- 
tion of its own processes, and make that elucidation 
reasonably clear to the world of intelligent people outside, 
nobody is going to wrest or dream of wresting the money- 
credit system out of its hands. If, however, it should 
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remain as it is at present, very largely aloof, secretive 
about its thoughts and purposes and generally inexplic- 
able, many disagreeable things may happen to the 
money-credit organizations of the world. The general 
disposition is to blame the bankers for hard times, phases 
of unemployment, and the like. These disagreeable 
things may be due to restrictive tariffs, military expen- 
diture, adverse climatic phases, or many other causes, 
but the banker gets the blame—for want of foresight, 
for failure to alleviate. There may be a certain rough 
justice in putting the blame upon him. In practice it 
will do him little good to plead that he is not responsible. 
That will be like a bad chauffeur, whose tyres are too 
tight and whose springs are rusty, pleading that a road 
he ought to have inquired about is a bad road and 
responsible for breakage and breakdown. The past 
century has seen some formidable agitations for popular 
amateurish currency experiments, and there is always a 
muttering agitation for “nationalization ’’—which means, 
in effect, the introduction of the harsh and needy claw 
of the politician into every bank directorate. Better far, 
I suggest, for the good of the world quite as much as for 
the good of banking, to put the house in order from within. 

(But only in the most general terms can we outsiders 
say how the house can be put in order.) 

Three main things the world requires from its money- 
credit organization. The first is trustworthy wages. By 
that is meant a payment for a day’s work, or a week’s 
work, or a month’s work, that will surely keep its promise 
to the worker. It must represent absolutely stable 
purchasing power. It must never evaporate. If the 
worker chooses to hold his wages for a time and then buy, 
he must find that they can still buy what he reckoned to 
get when he earned them. When money will give that 
full assurance, the worker will work at his best. So far 
as it fails to do that his irritation and demoralization will 
develop. Some regular readers of THE BANKER will be 
disposed to tell me with a pitying smile that this is not 
so easy to contrive. Exactly. That is why I want them 
and not an outside horde of inspired faddists, politicians, 
agitators, and adventurers, to set about the business. It 
will be far better done in a research institution than at 
the street corner or in the popular Press. But it has to 
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be done. I accept that pitying smile for all the superiority 
it claims. But when the gentlemen have done smiling, 
will they inquire what percentage of the energy and 
ability of the people who really know is going into this 
problem of the adjustment of monetary conventions 
(and all money is convention) to this primary need for a 
happy productive world ? I agree with William Clissold 
that it is a percentage that could be increased. 

And next to this question of security of payment, in 
pursuit of this problem of a happy and productive 
humanity, is the question of security of employment. 
Why, we ask, we who are outside and ignorant, are there 
seasons of easy credit and ample .employment, and 
seasons when hundreds of thousands of good and willing 
workers, through no fault of their own, find the days of 
their lives going to waste and themselves in need? You 
ought to know in there, in the centres of credit. You 
ought to have a diagnosis of this periodic fever and 
exhaustion and a scheme of remedies. You ought to be 
telling the world clearly what it ought to do or not do, 
to change that disagreeable and demoralizing rhythm. 
You ought not to be accepting these things as part of 
the necessary order of the universe. If you do not 
know, you ought to be most strenuously finding out. 
Are you finding out, or are you just drifting along 
(pretty comfortably) until a swarm of faddists, politicians, 
agitators, dreadful people of my sort, come storming in 
upon you, worked up to such a state of intellectual 
desperation that at any price they will mend or end this 
unsatisfactory machinery ? Is the banker’s grey matter 
bankrupt, or is he both willing and capable to handle 
these drastic reconstructions of the conventions and 
system by which he lives and exercises his influence ? 
Or is there an element of truth in the Communist argu- 
ment that property makes men acquisitive, stagnant, and 
obstructive in proportion to the amount they hold, and 
that only the stark Proletarian can produce even the will 
for this urgent, this overdue, task ? And if the banker 
has not the will, as the Proletarian certainly has not the 
ability, what is to become of all this intricate social 
system this breaking web has held together ? 

All this, remember, I write under invitation. I am not 
setting myself up to lecture bankers and financiers and 
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teach them their duty and show them how to do their job. 
I would as soon propose to tell M. Voisin how to build 
an automobile. But I am perfectly justified in telling 
M. Voisin of any difficulties I find in the practical use of 
his automobile. And also I remark, that while I can get 
very little light, very few suggestions, upon these riddles, 
from this massive, very rich, very influential world of 
men who handle money and credit ; while, indeed, they 
meet my curiosities with priestly aloofness and mystery, 
I find men, whose practical abilities fill me with even 
greater awe than do bankers, setting about heretical 
schemes of credit and money,with an air of hoping nothing 
and expecting nothing from the men who ought to 
know and direct. No, I am not thinking of the Douglas 
Scheme. But I find a great man like Professor Soddy, of 
radium fame, writing with fury about money and credit, 
as though no established science existed in the matter. 
I find the creators of vast industrial systems, like 
Mr. Ford and M. Citroén, propounding schemes of credit 
that are wildly unorthodox. And I do not find anything 
that can reveal to me the philosophy, the world policy 
of the banking community so that I shall understand the 
unreasonableness of these insubordinations. I do not 
find that the banking community sustains either research 
or a literature to which J can be referred. I find nothing 
to which Professor Soddy can be referred. If a banker 
began to declare all the professors of physics rogues and 
fools, Professor Soddy could refer them to a voluminous, 
difficult, but ultimately lucid science of physics. Where is 
the corresponding science of money and credit ? What 
I do get in these inquiries from great lights in the 
banking world are discourses which strike me, forgive 
me ! as intellectually feeble—denunciations of ‘Socialist 
experiments,’ cheap sneers at “faddists’”’ and the like, 
and not a gleam of light upon the real and true methods 
the banker on the defensive would have us believe he 
keeps hidden up his sleeve. I do not believe, therefore, 
that he has very much hidden up his sleeve. I do not 
object to his not knowing—we are all born ignorant— 
but I do object to the fact that in this rapid and 
needy flow of events he does not seem to be exerting 
himself very much to find out and tell the world of 


better things. 
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The third point which I think we common people 
may reasonably require of our world money-credit system 
and those in expert control of it, is that it should work 
as a restraint upon war. For that manifestly it needs a 
consciousness of itself as a world factor and a common 
conception of its rdle in human life. If it had that it 
could act as a most powerful brake upon war prepara- 
tions. That, indeed, that want of a consciousness of 
itself as a world factor, is what I am driving at in all this 
discourse. The money-credit organization of the world 
is the centre of power in human affairs, and it is no good 
for bankers to go on pretending and imagining they are 
a lot of irresponsible, innocent, honourable, trustworthy 
gentlemen who just want to be let alone to take charge 
of other people’s money and lend it on sound security. 
We have in the world a great desire for peace, and yet 
that desire is powerless to arrest the development of 
armaments which must inevitably crash sooner or later ; 
and it is powerless because those who want to make and 
buy and sell and organize armaments seem to have not 
the slightest difficulty in getting credit for such expen- 
diture. When the dictator of a European Power threatens 
to darken the heavens with aeroplanes, he is manifestly 
talking like a homicidal fool; but if presently he sets 
about producing that cloud in the sky, there is no 
apparent obstacle in our incredible money-credit system 
to arrest that murderous and _ civilization-wrecking 
attempt. Apparently plenty of money-lenders will be 
ready to back him in an experimental spirit. Apparently 
a lot of them are backing him now. 

It is no sort of reply to criticisms such as these I am 
making to retort ““What would you do? Pretty mess 
you would make if you took control! Tell us your 
plan and we will end this unpleasant discussion in 
derisive laughter.’’ Because, you see, I admit that my 
knowledge of money is quite slight and transitory, and 
I concede from the outset and reiterate and acknowledge 
continually my complete inferiority in finance to the 
very least of the charwomen who ever swilled the floor of a 
bank. The money-credit system is par excellence not my 
business. I have no scheme, I do not dream of any control. 
But it has been my business to watch human character 
and general social development, and I do see the very 
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rapid onset of a possible world system in which men will 
be called upon to do their utmost for the general good 
and where there will be small excuse, and may be short 
shrift, for inadequate and irrelevant activities. Not only 
wrongdoing and dishonesty are sin. There is the sin of 
not understanding your world to your utmost. There is 
the sin of not making your way plain to your fellow- 
creatures so that they can judge and help you. There 
is the supreme sin of finding power in your hands and 
letting the occasion pass you by. And since you ask me 
about it, these are the sins that I lay at the door of the 
banking community of the world today. 

And yet I do even that with diffidence. I have, under 
invitation, given my outside impression, a very general 
impression of a great and complex and continually 
changing system of organizations and institutions, and 
it is quite possible that my sweeping and necessarily 
superficial judgments may miss many things that are, 
let us say, either embryonic or unconsolidated. The 
growth of a world system of correlated and co-operating 
central banks may be, as people put it, a “natural 
development,’’ but also it would be a necessary phase in 
the creation of a really effective money-credit world 
organization adequate to the threefold task I have stated, 
and there may be much more deliberate intention and 
lucid understanding in that process than appear upon 
the surface. But if so, it is plain that at present these 
creative purposes are not in touch with kindred impulses 
in other fields, and it is worth while to tell those who are 
concerned in this synthetic thrust how little their in- 
tentions are apprehended and what danger they incur of 
complete misunderstanding. Is it not high time this 
money-credit system of ours, this world-nervous system, 
developed something like a brain and began to use speech ? 
In the application of big business and world finance to 
the creation of one organized world community lies the 
possibility of a world philosophy by which a great number 
of energetic and influential men may direct their lives 
and work in harmony. But their work has to be done 
with open eyes. A world philosophy that never gets 
beyond annual addresses to shareholders, after-dinner 
talks, vague allusions, and private meditations, will not 
stand the strain of this adventure, 
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The Labour Surtax—III 
By W. H. Coates, Ph.D. 


(Lately Director of Statistics and Intelligence, Inland Revenue Department) 


productive. The yield of the surtax is therefore a 

crucial point. In balancing his budget and considering 
the place in it of a new tax, one of the first questions a 
Chancellor of the Exchequer puts to his advisers is: “‘ How 
much will the tax produce ?’’ Another question naturally 
in his mind in fixing the rate of a new tax is: “How 
much do I want ?”’ For the surtax, reference may here 
be made to the views of the Colwyn Committee minority 
members. They said (para. 246): “As regards the 
amount of such taxation, we think it would be reasonable 
to aim at an annual sum of {100 millions. We understand 
that, as far as income-tax is concerned, about 70 per cent. 
of the present yield comes from investment income, 
and that the mere restoration of the standard rate of 
tax upon investment incomes only to the level (6s. in the 
£) charged upon al/ incomes as recently as 1921-22 would 
yield about £85 millions.’’ They then proceeded to say : 
“We quote this figure, however, merely for illustrative 
purposes, to give an idea of the scale of our proposal.” 

Here, then, is the answer to the second question 
which would be put by a Chancellor considering the 
imposition of a surtax. He wants about £85 millions to 
£100 millions. 

With this answer in mind, that to the first question 
becomes important. How much will the surtax produce ? 
Naturally, that depends upon the volume of investment 
income which would fall within the scope of the tax, and 
the rates of tax which can be applied to the respective 
sections of individual investment incomes. In examining 
these factors the further view of the Colwyn minority 
members on the subject of graduation has to be borne 
in mind. They said (para. 247): “We think it most 
important that this revenue should be raised by graduated 
taxation, and that, whatever the precise form of tax adopted, 
its graduation should be at least as steep as that of the 
present income-tax and supertax together.” 

In the Sixty-ninth Inland Revenue Report the 


FE is a modern canon of taxation that a tax should be 
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aggregate income liable to income-tax for the year 1924-25 
is shown as £2,400 millions. Both earned income and 
investment income are included in this total. The first 
task is to separate the investment income. The division 
of the aggregate income into schedules is as follows: 


TABLE 1 


Total Statutory Income liable to Income-Tax, 1924-25 
£ millions 


Schedule A. Annual value of lands, buildings, etc. .. 225 
ie B. Farming, etc. .. di - ae 29 
2 C. Interest on public debts .. os 135 


D. Trade, Manufacturing, Commercial and 
Professional Profits (excluding the 
few employments charged thereunder 
in that year) .. es - ee 1,014 
E. Employments— 
Weekly wage earners .. £343 
Others (including the employ- 
ments assessed underSch.D) 654 
—_ 997 
£2,400 


” 


The £997 millions arising from employments (Schedule 
E) and the {29 millions arising from farming, etc., under 
Schedule B can at once be entirely excluded as earned 
income. Some small portion of the income charged under 
Schedule A and Schedule C may also fall within this class. 
The balance is investment income. The most difficult 
element to estimate is the amount of earned income 
included in the Schedule D assessments. From Table 60 
of the Sixty-ninth Inland Revenue Report some sources of 
income charged under Schedule D can be clearly identified 
as investment income when due allowance has been 
made for the exemptions and reductions to be taken 
off the gross income charged. About £157 millions can 
be identified as investment income arising from interest 
on war securities, other untaxed interest, and income 
from Dominion and foreign securities and possessions. 
Eliminating this from the total charged under Schedule 
D, the balance has then to be divided between the income 
of companies on the one hand, and that of private traders 
on the other hand. After considering all the factors 
involved, the amount of investment income included in 
the aggregate of {2,400 millions may be put at {£1,036 
millions. 





236 THE BANKER 


As already pointed out, all income arising in the 
United Kingdom is liable to income-tax irrespective of 
the place of residence of the person who is its beneficial 
owner. Part of this £1,036 millions is therefore likely to 
flow to persons resident abroad. It is very difficult to 
earmark this amount, and the best that can be done here 
is to put a round figure on it of, say, £25 millions. This 
would leave {1,011 millions as the income of persons 
resident in the United Kingdom, representing an aggre- 
gate amount which would be brought into assessment 
to surtax, on the assumption that income which is the 
property of non-residents will be exempted from the tax. 

Those who are familiar with income-tax statistics 
will know that the aggregate income assessed upon 
companies does not all find its way into the pockets of 
individuals who, in one form or another, are interested in 
corporate enterprise. As has been pointed out, it is the 
common practice of companies not to distribute the whole 
of the profits earned. When the figures were given to 
the Colwyn Committee by the Inland Revenue Depart- 
ment they showed that in the year 1923 the balance of 
the undistributed trade profits of companies amounted 
to £217 millions. 

For the year 1924, the year for which the present 
estimates are being made, this figure may be raised 
slightly. These undistributed trade profits do not repre- 
sent the whole of the income which does not find its way 
into the pockets of individuals. A distribution table of 
the total income charged to income-tax for the year 
191920 was published in the Sixty-fourth Inland Revenue 
Report, and in commenting on the figures there given 
the Board of Inland Revenue observed that the un- 
distributed company reserves accounted for about two- 
thirds of the total. Apart from income going abroad 
(which has already been excluded), the balance consisted 
of income received by societies, clubs, institutions, 
corporations, life insurance funds, etc. 

For the present purpose the aggregate of non-personal 
income is taken at {£275 millions. On this basis the 
amount of personal investment income which might fall 
within the scope of a surtax, with no exemption limit 
whatsoever, would be £736 millions (i.e. £1,011 less £275). 

In order to estimate the produce of a graduated tax 
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it is first necessary to divide the aggregate income esti- 
mated to be liable into ranges of total income. In doing 
this some help may be derived from Table 68 of the Sixty- 
ninth Inland Revenue Report, which shows for the year 
1924-25 a distribution of income liable to supertax for 
that year in seventeen ranges. The figures there shown 
have to be brought up to the total income estimated to 
be finally liable (as shown in Table 67) for the year 1925-26, 
inasmuch as income liable to supertax in that year 
represents, broadly speaking, the income liable to income- 
tax in the preceding year 1924-25, that being the year on 
which the present calculations are based. 

To continue this distribution of incomes below 
£2,000, that is, below the point of liability to supertax, 
is a difficult task. There are, however, two guideposts. 
The first is the distribution table published by the 
Inland Revenue Department for the year 1919-20, 
already referred to, which classified the aggregate income 
charged in small ranges of total individual income, right 
down to the exemption limit. The second is the use of 
Pareto’s Law which, in the words of Sir Josiah Stamp,* 
is ““An empirical formula which fits the distribution of 
incomes in different countries with success, and which 
may therefore be used with confidence as an inter- 
polation formula, but with less reliability for extending 
a known distribution into lower or higher scales of income 
where distribution is unknown.” In a recent paper read 
before the Royal Statistical Society, entitled “On 
certain Aspects of the Distribution of Income in the 
United Kingdom in the years 1913 and 1924,” Mr. L. R. 
Connor, M.Sc., with the aid of this formula, constructed 
a distribution table for the years mentioned. Although 
on this occasion critics of the paper pointed out that he 
had allocated an insufficient amount of income both to 
supertax payers and to the non-personal incomes, his use 
of the Pareto formula, and the figures he produced, are 
of considerable help in making the present estimates. 

Having distributed the total personal income into 
ranges of total individual income, the amount of income 
in each such range has to be divided into the two classes 
of earned and investment income, since it is with the 


* “ British Incomes and Property.” (Stamp.) Page 464. 
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latter alone that the surtax is concerned. For this pur- 
pose use may be made of the distribution between earned 
and investment income provided by the figures in 
Table 62 of the Sixty-fourth Inland Revenue Report, for 
incomes not exceeding £2,000. For the higher ranges 
there are the details furnished by the Board of Inland 
Revenue to the Colwyn Committee of the Proportions of 
Earned and Investment Income in the Incomes of Super- 
tax Payers (Incomes exceeding £10,000), printed as 
Appendix XV of their Report. The following extract 
from the memorandum shows the trend of variation of 
the percentages in these higher ranges, both for income 


and numbers: 
TABLE 2. 


Incomes exceeding £10,000, assessed to supertax in 1922-23. 
Total Number of Individuals, and Total Income in each Range, and 
percentage division thereof between Earned Income and Investment 

Income. 
(Percentage figures are based on Sample.) 


Range of Total Percentage of Total Percentage of Total 
Income Total Number in Range Total =aame = ee 
Number Income 

7 in ; Having m 

Exceed- Not Range Having Invest- tange > 

a exceed- Earned Earned 

=e ing Income ment Income ment 

- Income Income 


Invest- 


£ £ Per cent. Per cent. Per cent. Per cent. 
10,000 15,000 x 69°3 30°7 30°7 "a 
15,000 20,000 7 26°5 
32°4 
341 
28°6 
26°5 
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40,000 50,000 
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Bearing in mind the necessity of satisfying the test 
that the ratio of earned income to investment income 
must show a reasonable rate of increase as the total 
income decreases, and the further test that the aggregate 
allotted to investment income must accord with the 
estimate already made, the allocation in the above table 
has, with the aid of the 1919-20 statistics referred to, 
been extended down the scale of ranges of total income. 

Using all the factors available, the following estimate 


results (Table 3) : 
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TABLE 3. 


Distribution of Investment Income in Ranges of Total Individual 
Incomes. 


Range of Total Income 
Amount of Investment Income 
belonging to taxpayers in that 


Not range 
Exceeding Exceeding 
£ £ millions 
The exemption 500 113 
limit 

500 1,000 125 
T,000 1,500 72 
T,500 2,000 53 
2,000 5,000 132 
5,000 10,000 80 
10,000 20,000 65 

20,000 30,000 2 
30,000 — 71 
Total individual investment income a 736 
Non-personal investment income 275 


Aggregate investment income oa .. £1,011 millions 





From these figures the effect of the exemption limit 
of £500 of investment income can be seen. There is at 
once removed from the scope of the tax £113 millions of 
income, leaving for the moment a balance of £898 millions. 
This £113 millions belongs to individuals whose total 
income, not merely the total of their investment income, 
does not pass the stipulated minimum of £500. Now the 
fact of the possession of a total income exceeding £500 
does not, of course, mean that the amount of the invest- 
ment component reaches the surtax exemption limit. 
There will be, in each succeeding range of total income, 
many individuals who, although they enjoy a total 
income of far more than £500, are not fortunate enough 
to receive annually investment income reaching that 
figure. All their investment income would be exempt 
from surtax and must be eliminated from the present 
balance of £898 millions. Moreover, in order to graduate 
the surtax on the personal investment income that 
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would then remain, it is necessary to cross-classify such 
income, falling within each range of total income, in 
ranges of its total amount per individual. The larger the 
range of total income the more numerous these cross- 
classes must be. For this task no detailed statistics are 
available, but use may be made of the annual Estate 
Duty classifications of capital and of the estimate, 
contained in Appendix XXIII to the Colwyn Report, 
of the distribution by ranges and ages of the aggregate 
capital in private hands. The test of statistical regularity 
must also be satisfied, not only vertically, according to 
the range of total income, but also laterally, in respect 
of the investment income itself. Some dependence is 
therefore placed upon the statistical law of the inertia 
of large numbers; but it has to be admitted that in the 
higher ranges of total income, in which the total numbers 
of incomes are small, there may well be freakish dis- 
tributions, the exact nature of which could only be 
established by a full and exact classification of incomes 
by the Inland Revenue authorities. Whatever the 
precise facts may be, it is not probable that they will 
seriously disturb the final estimates made of the yield 
of the tax. 

At this stage there is a balance of £898 millions, 
which consists of £275 millions of non-personal investment 
income, and £623 millions of personal investment income. 
It is estimated that the latter figure includes £118 
millions of investment income belonging to individuals 
whose total investment income does not exceed £500, 
so that they may claim exemption from surtax. The 
amount of personal investment income above the surtax 
exemption limit is therefore estimated at £505 millions, 
which is distributed as in Table 4. 

Aggregating the liable personal income with the 
non-personal income, the total is £780 millions. Assuming 
that all the non-personal income—which consists, it will 
be remembered, mostly of the undistributed reserves of 
companies—will be made liable to surtax, the average 
rate of 2s. in the £, which has been canvassed, would 
produce a gross yield of surtax amounting to £78 millions. 
In reply to challenges on the question of yield, there 
seems to have been a tendency to say that if an average 
rate of 2s. in the £ were insufficient to produce the sum 
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TABLE 4. 
Estimated Distribution, in Slices, of Investment Income, owned by 
Individuals whose Total Investment Income exceeds £500. 


Slices of Liable Investment Income Amount of Personal Investment 


wat Income, within the slice 


exceeding exceeding 
£ £ £ millions 
a= 1,000 179 
1,000 1,500 61 
1,500 2,000 43 
2,000 5,000 94 
5,000 10,000 51 
10,000 20,000 33 
20,000 -= 44 





Total .. £505 millions 


aimed at, with an apparent minimum of £85 millions, 
then the average rate must be increased. It is, of course, 
possible to frame scales of rates of tax almost without 
end which will give any yield that is desired, within the 
maximum rate of 20s. in the £ on the aggregate income 
within the scope of the tax. But it would be as wearisome 
and unprofitable to construct such tables as to consider 
them. It will be sufficient for the present purpose to 
give three examples of such tables, to estimate the gross 
yield that would arise from them, and to consider after- 
wards the effects which may flow from additional taxation 
upon the scales so adopted for illustrative purposes. In 
framing the scales the analogy of the present scale of 
rates of supertax has been followed. Tax is charged on 
the slice system. Against each scale is shown, in addition 
to the various rates, the total tax that would be payable 
upon the aggregate of investment income reached at 
the top of each slice of income, and the effective rate of 
surtax on each pound of total investment income at that 
point. The estimated gross yield of each scale is also 
stated. 

The yield of the surtax on personal investment income 
on the basis of these three scales, A, B, and C, is £41 
millions, £48 millions, and {£57 millions respectively. 
For scale A the average rate of surtax works out at 
1s. 7d. in the {, for scale B it is 1s, 11d., and for scale 
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TABLE 5. 


Specimen Scales of Surtax; showing Effective Rates of Tax, on Specimen 
Incomes. 


SCALE “A” 


Effective 

Slice of Liable Total Liable Invest- Rate of 
Investment Income ment Income at this | Rate Total Tax Tax per £ 
point in the to this of total 

£ point Invest- 

ment 

Income 


sooecesoo& 
yn 

a 
ee 


Cr CH OPH OO Ww 


cocosooscoescocon 
oo 

OO BSD bt et et 

a oa ee i 


C2 UH 0 2 BOBO tt 


os 30,000 
Balance 


Estimated Yield on Personal Incomes, £41 millions (average rate 1s. 7d. in £). 
based on 1924-25 Income. 


C 2s. 3d. To the yield on the personal income has to 
be added that estimated for the non-personal. Tax in 
this case must be imposed at a flat rate. The question is 
what relation that rate should bear to the scale of rates 
on the personal income. Views may well differ on this 
point, but for the present purpose an average rate has 
been calculated on the following basis. As the greater 
part of the non-personal income consists of the undis- 
tributed profits of companies, and as those profits may 
notionally be regarded as the property of the individual 
shareholders, it is suggested that the average rate should 
be such as to yield the amount of tax which would be 
collectable if all these reserved profits had passed into 
the hands of shareholders, and had been liable in their 
hands as personal investment income. On this hypothesis 
the reserved profits would have been distributed through- 
out the range of total incomes, and also throughout the 
cross ranges of total investment income. Part of those 
profits would have reached the pockets of individuals 
who are entirely exempt from income-tax, part would 
have gone to individuals whose total investment income 
entitled them to exemption from surtax, and the balance 
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TABLE 5 (continued). 





Specimen Scales of Surtax, showing Effective Rates of Tax, on Specimen 


Incomes. 
SCALE “B” SCALE “C” 
Effective Effective 
Rate of Rate of 
Rate Tax Total Tax Tax per£] Rate Tax Total Tax . Tax per £ 
in the on to this of total in the on to this of total 
£ Slice point Invest- £ Slice point Invest- 
ment ment 
Income Income 
s. d. & «4 g «s3¢ é & s. & £ s.d £ s. d. s. d 
3 6 50 6 50 3 6 12 10 0 12 10 0 6 
9 18 15 0 25 00 6 1 0 25 00 37 10 0 9 
1 0 50 00 75 00 9 1 6 75 00 112 10 0 5s Be 
1 6 75 00 150 00 1 0 2 0 100 00 212 10 0 1 5 
20 100 00 250 00 > 2 2 6 125 00 337 10 0 1 8} 
2 6 125 00 375 OO 1 6 3 «0 150 00 487 10 0 1 114 
3 0 150 00 5625 00 1 9 3 6 175 00 662 10 0 2 23 
3 6 350 00 875 00 2 ° 23 4 0 400 00 1,062 10 0 2 8 
4 0 400 00 1,275 00 2 64 4 6 450 00 1,512 10 0 3 af 
4 6 1,125 00 |2,400 00 3 24 § 0 1,250 00 2,762 10 0 3.8 
5 0 1,250 00 3,650 00 3 7% 5 6 1,375 00 4,137 10 0 4 lf 
5 6 2,750 00 6,400 00 4 3} 6 0 3,000 0 0 7,137 10 0 4 9 
6 0 | 6 0 
£48 millions (average rate 1s. 11d. in £). £57 millions (average rate 2s. 3d. in the £). 


only would have been received by individuals liable to 
surtax. Thus for every {100 of such reserved profits so 
distributed, only £x would have been liable to surtax. 
The assumption is made that if {100 in the form of non- 
personal income be removed from the reach of surtax 
and only {x brought into liability as personal income, 
then the produce of the surtax should be the same in 
either case. In other words, £x at the average personal 
rate should be equal in amount to £100 at the non-personal 
rate. The ratio of the non-personal to the personal rate 
then becomes the same as the ratio of {x to {100. Little 
material is available for establishing the value of {£x, 
but it is suggested that it is in the neighbourhood of £70. 
On this basis, and rounding the figures up, fair average 
rates to be charged on non-personal income might be, 
for scale A Is. 3d., for Scale B 1s. 6d., and for scale C 
1s.gd. The yield at these rates on {275 millions of income 
would amount to {£17 millions, {21 millions, and £24 
millions respectively. In the aggregate the estimated 
yields for these scales are therefore as in Table 6. 

To bring these estimated yields from 1924-25 to the 
present year, some addition may be necessary, as the 

R 
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TABLE 6. 
Estimated Yield of Surtax, on Specimen Scales of Tax. Year 1924-25. 
Scale A Scale B_ Scale C 
£ millions £ millions £ millions 


Personal Investment Income .. 41 48 57 
Non-personal Investment Income 17 21 24 





Totals a re si 58 69 81 








year 1927 was probably at least as good as, if not a little 
better than, 1925, which in itself no doubt showed, as a 
whole, an improvement over 1924. The addition to be 
made is, however, likely to be small, and an increase of 
24 per cent. would probably be sufficient, so raising the 
estimates for 1927-28 to {60 millions, £71 millions, and 
£83 millions respectively. 

In framing these estimates, all investment incomes 
which do not exceed {500 have been excluded as exempt 
from the tax, but, once the income has passed that 
limit, the whole amount has been taken as yielding tax. 
A man with £499 of investment income has been exempted, 
but one with an income of {£502 has been taxed on the 
full £502, although, on the graduated scales given, his 
liability has, of course, been calculated at the lowest 
rate of tax. Up to a certain point, therefore, it would 
pay the taxpayer to have an investment income smaller 
than that actually enjoyed. In the two examples taken, 
the first man would still have a spendable £499, but the 
second would have to pay at the rate of, say, 3d. on £502, 
which would leave him only £495 14s. 6d. To remove 
this inequality a marginal relief provision would be 
necessary. In the earlier part of this article it was, 
however, assumed that to every taxpayer would be 
granted an abatement of £500. This would free from 
liability approximately £94 millions of income, involving 
a loss of tax of £1,175,000 in the case of scales A and B, 
and {2,350,000 in the case of scale C, providing that no 
consequential change is made in the scale rates which 
have been applied to the subsequent slices of liable 
income. As has already been said, personal allowances 
and reliefs are great thieves of yield. Accordingly, if 
further personal allowances were granted or extorted, 
the estimated yields stated would suffer further reductions. 
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At this point the estimated number of surtax payers 
may be of interest. The following table shows the 
estimated number, distributed according to ranges of 
total income, irrespective of the sources from which it is 
drawn. 

In this table, those who are exempt on the ground that 
their total investment income does not exceed {500 have 
been excluded. 


TABLE 7. 
Estimated Number of Liable Surtax Payers. 


Range of Total Income 
eS ee Estimated Number of Individuals 


Not liable to Surtax 
Exceeding exceeding 

500 ee 44,600 
1,000 1,500 34,000 
1,500 2,000 30,000 
2,000 5,000 54,800 
5,000 10,000 16,100 
10,000 20,000 6,500 
20,000 30,000 1,500 
30,000 — I,500 
Total re a 189,000 


It is already apparent that the yield of £85 millions 
spoken of by advocates of the surtax could only be 
reached by imposing the tax at rates which would of 
themselves foretell its breakdown. On the lowest scale 
(A) used here, with a yield (1927-28) of £60 millions, the 
effective rate of tax rises rapidly from 3d. in the £ to 
3s. 94d. for a total investment income of £30,000. At 
the point of £100,000 investment income it has reached 
5s. 4d. in the £. Scale C, the highest one, ranges from 
6d. to 5s. 7d. at the same high point. Scale B, which 
averages the much-spoken-of 2s. for persona] investment 
income, will only produce (1927-28) {71 millions, or £14 
millions short of the £85 millions expected. And in 
each case here no allowance has been made for the {£500 
abatement dealt with in the preceding paragraph. A full 
appreciation of the weight of a surtax framed on these 
lines can be grasped only by adding the surtax to the 
existing grievous burden of income-tax and _ supertax. 

(To be concluded) 


RZ 
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The Speculation Problem in 


American Banking 
By H. Parker Willis 


(~"Yorkstock which have developed in the New 


York stock market during the past spring have 

called attention, in a way no longer to be evaded, 
to the problem of the speculative market and its current 
and future position, as related to American banks and 
banking. There can be no question that the American 
banking mechanism is growing more and more deeply 
involved in corporation financing and in ordinary margin 
speculation of an extreme type. So long as this situation 
did not directly and positively influence the liquidity of 
the banks, there was a disposition to overlook the dangers 
of the case or at least to say as little as possible about 
them. That, however, is no longer possible. During 
the month of February the Committee on Banking and 
Currency of the U.S. Senate had before it a resolution 
directing the Federal Reserve Board to take immediate 
action for the purpose of reducing the volume of brokers’ 
loans made by member banks of the Reserve system to 
the “lowest possible limit.’’ The resolution was seriously 
and carefully discussed, and a good deal of testimony 
was taken. Among others, the Governor of the Federal 
Reserve Board presented himself before the committee 
and was examined as to the loan situation. He stated 
frankly that he did not know whether the aggregate 
volume of brokers’ loans was too high or not, although 
he was of the opinion that the banks were well protected 
as regards the loans that they had made. (Hearings, 
Senate Banking Committee, S.R. 113, 1928, p. 77.) He 
said further that the Reserve Board had done all that it 
could with regard to the present control of speculative 
credit, and had no plans before it for doing or attempting 
anything more at the present time. Since then, the 
volume of loans has taken another upward jump, and 
today stands at a record high figure. In order to under- 
stand exactly what has happened, it is well to restate in 
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brief tabular form the course of development of these 
loans for the past two years : 
BROKERS’ LOANS 
MADE BY MEMBER BANKS OF THE RESERVE SYSTEM 
(000,000 omitted) 


January 6, 1926 .. -» 3,141 March 2,1927_ .. .» S883 
February 3, 1926 .- 3,091 April 6, 1927 - .. 2,840 
March 3, 1926 .. .. 3,048 May 4, 1927 ‘o .. 2,919 
April 7, 1926 al -- 2,487 June I, 1927 ‘a .. 3,061 
May 5, 1926 i .. 2,489 July 6, 1927 " .. 3,246 
June 2, 1926 ea .+ 2,402 August 3,1927 .. ‘.- 5a 
July 7, 1926 is .. 2,602 September 7, 1927 .. 3,206 
August 4, 1926 .. .. 2,688 October 5, 1927 .. .. 2 
September 1, 1926 -. £20 November 2, 1927 >» S2098 
October 6, 1926 .. .. 2,809 December 7, 1927 .. 3,562 
November 3, 1926 .. 2,640 January 4, 1928 .. .. 3,810 
December I, 1926 .. 2,646 February I, 1928 .. 3,815 
January 5, 1927 .. .. 2,818 March 7, 1928 .. -. 3,695 
February 2, 1927 « 22 April 4, 1928 os -» 3,979 


From this showing it is clearly apparent, first, that 
there has been a very rapid growth in the aggregate 
amount of brokers’ loans—that is to say, of loans that are 
made by commercial banks and used for speculative opera- 
tion or for the carrying of unsold securities. Secondly, 
it is equally apparent that these loans represent a volume 
of credit which is protected by, or involved in, securities 
which have been transferred at enormously high levels 
of value. Remembering that the favourite dividend- 
paying stocks listed on the New York Exchange are now 
yielding, net, in many cases, not more than 3 to 4 per 
cent. upon their quoted values, with very little prospect 
of higher earnings or dividends, it is clear that such 
portion of the brokers’ loans as have been made for 
carrying such issues is lent upon collateral, which may 
very easily ‘‘slump” by considerable percentages. True, 
most of the banks have taken this collateral at what are 
called conservative valuations, but, even allowing for 
the existence of a large margin between current values 
and the rates at which the stocks have been accepted as 
collateral, it still remains true that bank funds have been, 
and are, extensively engaged in a rather unstable kind 
of loan. 

It is also true that the banks have become very deeply 
engaged in bond investments. The following brief table 
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shows the amount and the growth during the past year 
of the investment element in representative American 
bank portfolios. -Investments themselves have grown 
14°5 per cent., and are now stated at $6,396,000,000, with 
unquestionably a large additional growth during the 
first three months of the current year. If we take the 
reporting member banks only, the amounts which they 
have engaged may be briefly classified as follows : 


REPORTING MEMBER BANKS 
(Monthly averages of weekly figures. In millions of dollars.) 


Increase or decrease (— 
December | December et ase (—) 
1926 | 192 

wid Amount Per cent. 
| 


Loans and Investments .. 20,049 ; 5 84 


Loans on securities... 5,094 J | 158 
All other leans .. a 8,770 37: -36 | —4 
Investments... wa 5,585 * I4'5 











It thus appears that of a total of loans and invest- 


ments amounting today to about $22,000,000,000, the 
amount involved, in loans on securities and in invest- 
ments, is about $13,000,000,000. The situation has been 
sufficiently remarkable to attract the attention of the 
Federal Reserve Board to it, and in the current annual 
report of that organization the Board endeavours to 
explain the reasons for the advance. It attributes the 
growth of brokers’ loans to over-abundance of bank 
funds and absence of local demand for banking accommo- 
dation, chiefly; while an increased supply of free funds 
in the hands of corporations, due to the reduced volume 
of industrial and commercial activity and the presence 
of large dollar balances in the United States built up by 
foreign banks for various purposes, are regarded as a 
contributory factor in the situation. As for the invest- 
ment growth itself, that feature is ascribed in part to the 
increase of interest-bearing time deposits and their 
use in the granting of long-term loans and the purchase 
of securities. Large flotations of new securities have 
acted as contributory factors. 

Having thus stated the official view of the situation, 
and having sketched the actual facts in sufficient detail, we 
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may now look into some other elements of the problem 
which are ordinarily kept in the background. Excellent 
financial authorities here are of the opinion that we 
must delve much more deeply into the causes of the 
development of American bank loans than the Federal 
Reserve Board has been willing to go. They are of the 
opinion that the management of the Reserve system, 
and particularly of the Reserve Bank of New York, is 
unsound, and that it is open to criticism in the following 
particulars : (1) Maintenance of abnormally low discount 
rates; (2) issuance in the market of an excessive volume 
of credit, which was not needed owing to the vast amount 
of credit already present, and has been apologized for or 
explained by Reserve banks simply on the ground that it 
was necessary to keep about that amount outstanding 
“in order to pay expenses”; (3) adoption of a favourable 
attitude toward stock market loans and extension of 
accommodation to banks which were already heavily 
engaged in the stock market in order that they might 
continue and extend their manipulations. In fact, the 
Reserve Bank of New York has at times gone so far as 
to lend more than $100,000,000 to a single bank for use 
in its stock market dealings. These criticisms are con- 
sidered on good authority to be well founded, and should 
at all events be given the most serious consideration by 
those who desire to understand the real position of bank- 
ing in the United States at the present day. The effect 
of the various factors in the case, taken together, has 
been to draw into the market a vastly greater number of 
persons than were ever involved in it at any time in the 
past, and, as already seen, has required the advancement 
of immensely greater sums than at any time in the past 
in order to facilitate the operations of these speculators. 

This is the situation that, during the month of March 
and the beginning of April, has been brought to what 
almost seems a critical position. Many stocks, due to the 
bidding of inexperienced buyers against one another, the 
cheap money that has been at almost all times available, 
and the complaisant attitude of the banking authorities 
themselves, have been forced up to points which 
have no relation whatever either to the net worth of the 
companies as shown by balance-sheets, or to their dividend 
or earning records or capacities, or to the volume and 
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turnover of their business. The facts in the case can be 
best appreciated from a brief review of one of the stock 
price indexes, which more or less approximately reflects 
the movement of supposedly representative securities 
over the past three years as follows : 


TWENTY INDUSTRIALS 


1928 1927 1926 1925 

Average Average Average Average 
High .. ‘is ah ~» 214°45 203°30 166°64 159°39 
Low .. ws oe .- I91°33 152°73 135°20 115'00 
March 28... y .. 210°03 16101 * 116°30 
March 29... oe .. 210°76 160°62 135°49 . 
March 30... as .» 214°45 159°66 135'20 115'00 
March 31... ii . 2 160°08 140°46 T16°75 






TWENTY RAILROADS 
1928 1927 1926 1925 

Average Average Average Average 
High .. aia ee .. 41°96 144°82 123°33 I12°93 
Low .. es a .. 132°60 I19'29 102°41 92°98 
March 28... ae ot EQR*S3 130°01 bs 93°73 
March 29 _... is -. 41°35 129°53 105°15 - 
March 30... i .. I41°96 129°7I 102°41 g2°98 
March 31... ‘e «+ 34%°25 130°30 105'53 93°94 

* Sunday. 


The way in which American inflation has come about 
is not generally understood and deserves further explana- 
tion. The course of events has been about as follows: 
When a consignment of gold reaches the United States it 
is, of course, shipped to some bank. Either immediately 
or eventually, it is deposited in an institution in New 
York or elsewhere, the result being to add an equal 
amount to deposit accounts. This gold will probably 
be transferred within a short time to the Federal Reserve 
Bank. It may, of course, be sent direct from abroad, 
without ever passing through the vault of a Reserve bank ; 
or it may go to the member bank first and be redeposited. 
The result is to give rise to a so-called ‘‘excess reserve” 
equal to 87 per cent. of the gold so deposited (required 
reserves being equal to 13 per cent. of deposits). This 
“excess reserve’ can, of course, be employed as the basis 
of new loans or extensions of credit, or it may be used in 
buying securities, or what not. The bank which deposited 
the gold knows that it has “‘excess reserves” which are 
not drawing interest and which are accordingly “dead.” 
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Desiring to use these excess reserves, the bank in question 
makes the additional loans or investments to which it is 
entitled, and pays for them in cheques on the Federal 
Reserve Bank. The gold itself is not disturbed at all, 
need not be drawn out, or interfered with in any way. 
The fact that the Reserve bank is not called upon to 
extend new credit in the forms of loans and discounts 
has nothing to do with this extension of loans or 
purchases. It is the expansion of loans on the books of 
the member banks that causes the inflation, and it is in 
this way that a great demand is occasioned for Stock 
Exchange securities, while the banks encourage customers 
to borrow from them in order to buy such securities or to 
speculate in them, although they themselves may not 
be directly putting funds into the stock market. In 
other cases, they may, as a matter of fact, lend directly 
in the stock market, or they may lend on collateral to 
customers who are desirous of operating on margin. 
The situation has undoubtedly been aggravated by the 
accumulation of gold balances in the United States, 
carried on behalf of European central banks. The 
Secretary of the Treasury estimates the amounts of these 
balances at $2,000,000,000 or thereabouts. Whatever 
the amount is, it represents a figure which has been 
established with a view to using funds here in a profitable 
way that would not be possible if the funds were being 
carried as bullion or coin in the home offices of the various 
banks. Accordingly, the United States is today liable for 
a vast amount of direct gold obligations which, if called 
for, it would have to pay no matter what the effect upon 
its credit situation might be. It does not follow that any 
of this gold will be called for in the early future, but the 
fact remains that it may be; and that, notwithstanding 
that fact, the banks, nevertheless, have allowed it to 
become engaged in the speculative market in New York, 
acting in the ways already noted, as the intermediaries 
between the foreign banker or owner of the gold and the 
domestic speculator. It is, of course, absurd to assert, 
as some foreign observers have done, that the excellent 
management of Federal Reserve banks has prevented the 
gold held here from producing inflation. There is no 
way in which any such preventive policy could be applied. 
Reserve banks cannot, even if they would, restrain 
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member banks from enlarging the amount of credit which 
they are granting to the maximum sum which, under the 
law, they are able to have outstanding. As a matter of 
fact, their outstandings have steadily grown, demand 
deposits following the course which is depicted in the table 
below, and which represents (for all banks in the country) 
the expansion that has ensued upon the accumulation of 
titles to large quantities of gold placed with Reserve banks 
by member banks, and treated by them as reserve : 


INDIVIDUAL DEPOSITS GOLD HOLDINGS IN 
Ratio of COUNTRY 
Gold to Amount, 000,000 Amount, 000,000 
Deposits Date omitted Index omitted Index 


14°3% June 30,1900 .. 7,238 .. 100 «« Eeoge .. Wo 

ey oy 7070 .. 39003 .. S952 .. 21H... 2902 

oy —_— 1685 .. 19,365 .. 2082 .. 3605 .. %02 
> —_ Co i 9 A ne, 2 i i oo: ie a 
C8, » 19635... 47,4930 .. O8692 .. 4300 «. 4a 
Ot. s&s 1926 .. 49,527 .. 6842 .. 4,500 .. 435°1 
88% 1927 51,612 7130 4,595 .. 4413 

" Competed wiih arranged “ Herbert F, ‘Bosttler. 


In spite of the obviousness of this situation, both the 
Treasury authorities and officers of Reserve banks have 
of late constantly endeavoured to reassure the com- 
munity with regard to the possible effects of loss of gold 
by asserting that, no matter what might happen, the 
country could ship as much as a billion dollars of gold 
(some officers of the Treasury Department have said it 
could ship more than two billions) without any interfer- 
ence with credit. How utterly unfounded is any such 
statement can be seen from the following computation, 
which was lately prepared by a well-known American 
bank executive and was published in the “ Journal of 
Commerce of New York City” (April 3) for the purpose 
of showing exactly what would happen if a billion dollars 
in gold were to leave the country : 


ACTUAL STATEMENT, FEDERAL RESERVE BANKS, 
JANUARY 4, 1928 
(In millions) 

Total reserves es - ws -. $2,889 
Deposits as a $2,536 
Federal Reserve notes “s 1,760 

_ 4,296 
Reserve ratio e oe ee “s 67°2 
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Assuming that we export one billion dollars gold from the 
present Reserve bank supply; then : 


Total reserves “as i ‘a .. $1,889 
Deposits ea ne $2,536 
Federal Reserve notes - 1,760 

—— 4,296 
Reserve ratio - sa ae és 44 


2. Going back to actual statement. Assuming we gather one 
billion dollars of gold certificates in the general circulation, substituting 
Federal Reserve notes; then : 


Total reserves ‘ 7 7” .. $3,889 
Deposits - ai $2,536 
Federal Reserve notes S a 2,760 

—— 5,296 
Reserve ratio “4 - ‘a a 73°4 


3. Assuming the export of one billion dollars gold, after taking 
it from the circulation; then : 


Total reserves a i i -- $2,889 
Deposits or F $2,536 
Federal Reserve notes a 2,760 

—— 5,296 
Reserve ratio wis as es ‘a 545 


4. Assume further that, after the export of gold, some occasion 
should arise, from apprehension, extraordinary industrial activity, 
some minor war, or other occurrence, when we should need a con- 
siderable amount of additional currency. 

The ratio of currency in general circulation in Ig21, at the bottom 
of the depression, to total bank deposits of the country was 13°83 per 
cent. Applying that ratio to present bank deposits (52,250) would 
call for $7,226,000,000, or $2,483,000,000 additional, which is less 
than 5 per cent. of all bank deposits. Assuming the issue of that 
amount of additional Federal Reserve notes, after the export of 
$1,000,000,000 gold; then : 


Total reserves xe aa or .. $2,889 
Deposits os , 5a $2,536 
Federal Reserve notes in 5,243 

. —— 22 
Reserve ratio i - os a 37 


If currency were withdrawn from the banks, deposits would be 
reduced by so much and the required reserves accordingly, but the 
withdrawal of $2,500,000,000 of deposits from all the banks of the 
country would not be likely to reduce the required reserve of member 
banks more than $125,000,000 to $150,000,000, if that—an inconse- 
quential sum. It is to be observed that the issue of the additional 
amount of currency specified, if required, would reduce the reserves 
below the legal limit, and that without the grant of one dollar additional 
credit by the member banks. Such a situation could hardly exist 
without a demand for additional credit. 
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The truth is that, despite all that has been said about 
the ““management” of the gold situation in the United 
States, neither the Reserve banks nor the member banks 
have in any way prepared themselves to meet the heavy 
withdrawals of gold which should and must occur when 
Europe returns to the gold basis. 

The situation thus depicted has practical possibilities 
of a very decidedly interesting nature. More important 
than these, however, are the theoretical aspects of the 
situation as a phase of central banking. Before the 
Federal Reserve Act was adopted, there had been the 
greatest anxiety and concern among American financiers 
and economists because of the belief that the independent 
banking system which then existed was hazardous. This 
hazard was manifested in the periodical breakdown of the 
whole system with accompanying suspension of specie 
payments. The suspension which occurred, for example, 
in 1908 was usually directly attributable to the fact that 
the reserves of banks had been sent to New York, where 
they had been redeposited with Stock Exchange institu- 
tions. These institutions had then agreed to pay interest 
on them to their out-of-town customers (banks) who had 
made the deposits ; and, in order to earn back this interest, 
they sought for some profitable employment for the 
funds. Such an employment was found in the loans that 
were made on Stock Exchange securities, and it often 
appeared that practically the entire banking reserve of 
the country was absorbed in Stock Exchange speculation. 
The assertion was made at the time that, whereas gold 
exports to other countries were determined and controlled 
by conditions in the bill market and by changes in central 
bank rates, gold export and import conditions in the 
United States were determined by the stock market 
situation. Accordingly, one of the fundamental things 
which was set before themselves by those who were 
responsible for the Federal Reserve Act was the adoption 
of a measure which would keep bank reserves out of the 
market. So the Federal Reserve Act contained a provision 
to the effect that no loans should be made for the purpose 
of carrying stocks and bonds, or for other speculative 
purposes. The new system was emphatically to be a 
commercial discount system. This thought was closely 
enough adhered to for the first two or three years. During 
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the war, however, great quantities of Liberty bonds were 
issued, and were not only bought by Federal Reserve 
banks, but were made the basis of large loans to customer 
banks; for the framers of the Act, not foreseeing the 
coming-on of the war with the immense issues of bonds 
which were to ensue, had exempted Government bonds 
of all kinds from the prohibition applying to securities 
speculatively carried. Then, too, the Act had provided 
that Reserve banks should not discount the direct notes 
of members, but should only rediscount for them paper 
which represented advances which they had made to 
others. This was altered by an amendment which was 
hastily put through Congress in the course of the war, 
and which allowed direct lending to member banks if 
collateral security in the form of eligible paper should be 
deposited. So, today, taking advantage of these war 
changes still uncorrected, Reserve banks do not hesitate 
to lend enormously to members who want to speculate, 
making the loans against the direct notes of the members 
provided only that they have Liberty bonds as collateral. 
Thus it is a fact that at the present time the entire purpose 
and spirit of the Reserve system has been set at naught, 
and the reserves of the country have been put back into 
the stock market. The work has been done by Reserve 
banks which have been ambitious to act as dictators or 
arbiters in stock market affairs, and who have been 
politically desirous of stimulating the feeling of prosperity 
which is believed to grow out of a high and rising stock 
market. Today, we have a central banking system in the 
United States which is fundamentally a banking system 
for speculators, and which has been directly responsible 
for the misuse of banking reserves in exactly the same 
way that was true prior to the war. 

What will be the outcome of this present situation ? 
At the beginning of the present article attention was 
called to the unrest that exists in Congress and throughout 
the country because of the enormously enlarged loans to 
the brokerage community. This enormous enlargement 
probably cannot be corrected immediately without caus- 
ing more damage than help. But the unrest is present, 
and if there should be a sharp breakdown in the stock 
market, with corresponding losses to persons all over the 
country, the dissatisfaction would become active and 
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vital instead of being merely inert and passive. Such a 
breakdown may, of course, come at any time. The 
“slump” which occurred in March 1926 illustrated possi- 
bilities of this sort. Something much more serious than 
that now apparently impends. Continued large exporta- 
tions of gold would probably bring it on; and, if it should 
go very far, the result might be to cause European central 
banks to withdraw the large deposits which they are 
carrying here. Even if they did not do so, and even if 
such a “slump” could be checked without very serious 
disaster to business in general, the effect would be 
enormously to weaken confidence in the management of 
the Reserve system and the prestige which it has come to 
enjoy in recent years. 

As a matter of fact, very widespread dissatisfaction 
with the management of the Reserve system exists 
throughout the financial community of the country. 
There is a general feeling that the Reserve banks have not 
managed in such a way as to give the quickest and most 
effectual aid in the restoration of a sound gold standard 
abroad. Their attempt to foist a gold exchange standard 
upon various foreign countries is objected to by theorists. 
Their readiness to foster speculation in the United States, 
masking such action behind the pretenec of assisting other 
countries to go back to a gold basis, is criticized by prac- 
tical bankers, while purely domestic financiers, who object 
to the hazardous ‘‘ booming” and “ boosting” that has 
been going on, complain of the risk that is being run and 
the wholly unsound structure of speculation in business 
that is being built up in the United States. It will not 
take a very great market or financial disaster to set off 
this train of explosives. 


Bank of London and South America 


Mr. Lambert W. Middleton has been elected deputy- 
chairman of the Bank of London and South America in 
succession to the late Mr. Douro Hoare, and Mr. Francis 
Glyn of Messrs. Glyn Mills and Company has been 
elected a director. 
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Central Banking Bulletin 


N the initiative of the League of Nations the heads 
C) of intelligence departments of central banks held 

a conference in Paris last month. Practically all 
European central banks were represented, and the 
Federal Reserve Bank of New York also appointed a 
delegate. The Bank of England was represented by 
Mr. Osborne, assistant chief cashier, and Mr. Steward, 
head of the statistical department. The Bank of France 
was represented by M. Quesnay, who was chairman of the 
conference. Dr. Randolph Burgess, assistant Federal 
Reserve agent of the Federal Reserve Bank of New York, 
was the American delegate, while the Reichsbank’s 
representatives were Herr Nordhoff and Herr Schmidt. 
The only European central bank which declined to be 
represented was the State Bank of the U.S.S.R., which 
objected to the Bank of France’s attitude with regard to 
the Soviet gold sent to the United States. Although no 
official account of the proceedings has yet been pub- 
lished, it is understood that the conference was mainly 
concerned with technical details rather than with ques- 
tions of principle and policy. Its main task was to 
organize the exchange of information between the 
intelligence departments of central banks. No resolu- 
tions were passed, but the establishment of personal 
contact between the intelligence departments of central 
banks cannot fail to strengthen the co-operative move- 
ment among central banks. 


BANK OF ENGLAND 


At the proprietors’ meeting held on April 17, the 
Right Hon. Montagu Collet Norman, D.S.O., was re- 
elected governor, and Mr. Cecil Lubbock was re-elected 
deputy-governor. Mr. Norman thus enters upon his 
ninth year as governor. On the following day the 
court of directors was re-elected, the two new members 
being Sir Josiah Stamp and Mr. Charles Hambro. Owing 
to the death of Mr. Douro Hoare, Sir Henry Cosmo 
Bonsor has agreed to postpone his resignation from the 
court until the next meeting of the proprietors. 
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BANK OF FRANCE 


MM. Rist and Quesnay have returned from their 
New York journey. It is believed that they did not 
succeed in persuading the Federal Reserve Bank of New 
York to participate in the Rumanian stabilization 
scheme. According to continental reports, the Bank of 
France is determined to carry out the transaction even 
without any foreign support, and is prepared to under- 
write the whole Rumanian stabilization loan, part of 
which would be issued in the United States and in con- 
tinental centres. Negotiations concerning the loan are 
still in progress. . 

The shipment of gold from London on account of the 
Bank of France has been concluded, the total amount 
shipped being about £18,400,000. Shipments from New 
York still continue, and are expected to continue for 
some time. The bank’s returns do not indicate any 
change in the gold reserve held at home or abroad, as 
the amounts purchased are included under the heading 
of “‘other assets.”’ 


REICHSBANK 


The Reichsbank purchased gold in New York to an 
amount of about £8,000,000, as a result of the favourable 
exchange rate. The greater part of the gold has already 
been dispatched to Germany. The credit of $30,000,000 
concluded last year by Dr. Schacht in New York for 
the German Gold Discount Bank, which was to expire 
on July 1, has been renewed for another year. It is 
understood that the credit has not been drawn upon. 


BANK OF ITALY 


The shareholders’ meeting of the Bank of Italy was 
held in Rome on March 30, 1928. The net profits for 
1927 amounted to 58,118,794 lire, against 86,658,257 
lire for 1926. The Government’s share of the profits is 
13,876,116 lire. The dividend has been maintained at 
60 lire, and 5,193,000 lire has been added to the reserves. 

There have been several shipments of gold from New 
York to Italy, and there is some talk about the possibility 
of a further reduction of the bank rate. Money rates 
show a declining tendency, as a result of which the lira 
exchange went to a slight discount in relation to sterling. 
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NATIONAL BANK OF GREECE 


The net profits of the National Bank of Greece for 
the second half of 1927 amounted to 35,135,000 drachma, 
against 32,589,000 drachma for the corresponding period 
of 1926. The dividend has been maintained at 1,300 
drachma per share. The note circulation declined 
from 5,715,675,000 drachma to 4,966,258,000 drachma. 
Discounts and advances increased from 1,778,810,000 
drachma to 2,102,519,000 drachma. 


BULGARIAN NATIONAL BANK 


Mr. Ivanoff, governor of the National Bank of Bul- 
garia, came to London last month to participate in a 
discussion upon the details of the new statutes of the 
National Bank. In connection with this conference, 
alarmist reports appeared in the Bulgarian Press, stating 
that the League of Nations experts demanded the closing 
down of all branches of the National Bank. These 
rumours were promptly denied. The Sobranje has 
approved the Geneva protocol concerning the reform 
of the National Bank. 


ALBANIAN NATIONAL BANK 


The annual report of the Albanian National Bank for 
1927 states that the note circulation increased from 
2,330,000 gold francs to 6,320,000 gold francs. The 
metallic reserve declined from 1,580,000 gold francs 
to 1,300,000 gold francs, but the foreign exchange reserve 
increased from 4,810,000 gold francs to 12,370,000 gold 
francs. Sight liabilities have advanced from 1,720,000 
gold francs to 3,520,000 gold francs. 

BANK OF LATVIA 

The shareholders’ meeting of the Bank of Latvia 
approved the accounts of the bank for 1927, showing a 
net profit of 1,700,000 lats, against 1,100,000 lats for 
1926. A dividend of 10 per cent. will be distributed, and 
200,000 lats will be added to the reserves. 


BANQUE DU CONGO BELGE 
The balance sheet of the Banque du Congo Belge for 
1927 shows that the note circulation is covered to the 
extent of 43 per cent. The bank’s reserves have been 
revalorized from 0,500,000 f. to 37,600,000 f. 
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BANK OF URUGUAY 


The net profits of the Banco de la Republica Oriental 
del Uruguay for 1927 amounted to 2,275,395 pesos, which 
is 96,460 pesos less than the net profit for 1926. 


YUGOSLAV NATIONAL BANK 


Dr. Novakovitch, general manager of the National 
Bank of the Kingdom of Serbs, Croats, and Slovenes, has 
arrived in London to carry on negotiations with a British- 
American banking group for the issue of a stabilization 
loan. He has submitted to the bankers the Yugoslav 
Government’s scheme of stabilizing the dinar out of the 
proceeds of the first instalment of the loan. 


STATE BANK OF THE U.S:S.R. 


As the State Bank of the U.S.S.R. was unable to sell 
its gold consignment of $5,000,000 in the United States, 
it instructed the two American banks with which the gold 
was deposited to return it to Germany. Complications 
have arisen on account of the Bank of France’s efforts 
to seize the gold in satisfaction of its claim against the 
Imperial Russian State Bank. Before the United States 
law courts have arrived at any decision the gold was 
withdrawn. As, however, the German steamer had to 
call at Cherbourg on its way to Germany, the State 
Bank considered it advisable to tranship the gold on a 
small steamer, so as to prevent its confiscation in the 
French port. 


PERU 


Mr. Frederick Kent, formerly vice-president of the 
Bankers Trust Company, has been appointed chairman 
of a commission to formulate a plan for the legal stabiliza- 
tion of the Peruvian pound, which has the same par value 
as the British pound, but has fluctuated very widely 
during recent years. In December 1927 the Peruvian 
Government obtained a 50 million dollar loan, the 
proceeds of which were applied for the stabilization of 
the currency. 
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M. Poincaré’s Loan Projects 
By Joseph Caillaux 


(Sénateur, Ancien Président du Conseil) 


made known officially his intention to issue, after 

the elections, but before the assembly of the new 
Chamber, a new 5 per cent. loan at go (450f. per 
denomination of 500 f.) redeemable in sixty-five years. 

It was also announced that subscriptions would be 
received in rentes, bons de la défense, and in cash. 
No indication was given as to the amount of the loan. 
There is some official information to the effect that 
the subscription will be unlimited, but that in certain 
circumstances it will be stopped at 12 milliards. 

In spite of the distraction in Parliamentary circles 
caused by the approaching elections, the announcement 
of such a large appeal for credit has aroused some concern 
among politicians, and several voices have been raised 
in the Press demanding whether the Government is 
acting legally in proceeding with this operation without 
the special authorization of Parliament. 

The question is of some importance, because under 
its legal aspect it raises the issue of the whole financial 
and monetary policy of the President of the Council. 

In order to discover precisely whether the projected 
loan comes within the scope of the law of August 7, 1926, 
which authorizes the Minister of Finance to proceed with 
“operations, optional to the holders, for conversion of 
the internal debts of the Treasury and the national 
credit,’’ it is necessary to know the destination reserved by 
the Minister of Finance for the funds which he will receive. 

Is it a question of a conversion, of a new phase of 
consolidation of short-term debt ? Ifso, the Government 
has the strict right to issue this loan, and the question as 
to whether for such an important operation it can use 
the full powers granted to it by a Chamber whose 
mandate has now expired is merely a matter of 
convention. The President of the Council is the judge 
of the respect which he owes to universal suffrage in 


such a circumstance. 


x BOUT the middle of April the Minister of Finance 


$2 
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But when the Press was charged with the duty of 
informing the public of the intentions of the Minister of 
Finance, it used an expression which gave to the 
Government’s project quite a different aspect, by desig- 
nating the appeal for cash as a “‘tapping loan”’ (emprunt 
de ponction). 

This financial neologism signifies that it is a question 
of reabsorbing as large a part as possible of the fiduciary 
circulation, which today amounts to sixty milliard francs. 

I have previously described to my readers the process 
by which the note circulation of the Bank of France 
has been carried to this figure. The purchases of foreign 
currency, systematically pursued in preference to legal 
stabilization, have largely contributed to this movement. 

I have demonstrated several times how these pur- 
chases have constituted an unacknowledged recourse to 
foreign credits, and the dangers underlying this extensive 
reliance on the support of world speculation. 

It is in order partly to remedy this that the Bank of 
France has undertaken the gold purchases of which I 
wrote last month. It may be taken for granted that the 
controllers of the Ministry of Finance, as well as those 
of the Bank of France, have fully appreciated that it is 
impossible without grave inconvenience to continue the 
exchange of foreign currency against the metal to the 
extent of the twenty-seven milliards inscribed by the 
bank under “Divers Assets,’’ and they have, therefore, 
been led to conceive a loan which would require large 
investments from the fiduciary circulation in the new 
rentes, reducing the amount in circulation and permitting 
repayment of a large part of the advances of the bank 
to the State. 

The Minister of Finance, aroused by the challenge to 
the legality of this plan, has taken the trouble to make it 
known through his official mouthpieces that such an 
operation, even though designated by the name of a 
“tapping loan,’’ resolves itself into a conversion of 
Treasury Bonds, that every precaution would be taken 
to avoid any new burden on the State, and that in con- 
sequence the scheme comes within the scope of the 
operations which the Government is authorized to 
undertake without the preliminary authorization of 
Parliament. 
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However, the discussion continues, and M. Jéze, 
Professor in the Faculty of Law, one of those who have 
contested the constitutional nature of the projected loan, 
maintains the necessity of consultation with the Cham- 
bers, by ingenious considerations tending to show that 
the Treasury Bonds remitted to the bank, in exchange for 
notes issued for advances to the State, do not constitute 
a real loan; that it was only a matter of cross-entries to 
cover successive inflations; and that the nation has 
to pronounce on a decision which prejudges the solution 
of the monetary problem, since it is necessary to know 
if the convertibility of the notes will be established by 
means of a loan or by taxation. 

However interesting this problem of financial and con- 
stitutional law may be, the English reader would no doubt 
prefer that we should examine the practical import of this 
‘tapping loan”’ and its possible monetary consequences. 

In the first place, it has not been shown, and far from 
it, that the notes issued in representation of pounds and 
dollars purchased will be invested in the loan. In so far 
as they represent speculation for the rise of the franc 
they will probably refuse to be exchanged for rente 
securities at 5°55 per cent. 

But even if a large part of the fiduciary circulation 
came into the Treasury accounts by way of the loan, the 
vicious circle created by the postponement of legal 
stabilization would in no way be broken. Pounds and 
dollars will continue to be offered, and the Bank of France 
will always be obliged to issue notes to purchase them. 

It may even be imagined that, with the uncertainty 
in which M. Poincaré deliberately keeps opinion con- 
cerning stabilization, a large repayment of the bank’s 
advances to the State, by reducing the uncovered note 
issue, will lead to a renewal of activity in the purchase of 
francs against pounds and dollars; and that the tapping 
made one day will have to be made good the next, as 
long as it is not decided to employ the only technical 
method of putting an end to exchange operations which 
have no relation to any economic reality, that is to say, 
as long as there is no legal stabilization of the franc. 

But however necessary may be this measure, which 
is more and more demanded by French opinion, nothing 
can be predicted yet concerning its realization. 
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It does not appear that the elections, which might 
have thrown some light on this point, will give any 
precise indications. 

Doubtless, in response to the almost unanimous wishes 
of commerce and industry, the majority of the candidates, 
without distinction of party, have declared themselves 
in favour of stabilization. Curiously enough, a large 
number of them associate this declaration of principles 
with a pledge to support M. Poincaré, although his 
opinion on the vital point is still unknown. 

We shall, therefore, have to wait several weeks before 
we emerge from obscurity. When the new Chamber 
assembles we shall know if its majority is of a sufficiently 
sturdy ‘“‘stabilization”’ complexion to impose its pro- 
gramme on the present President of the Council or his 
successor, or if, on the contrary, the Chamber will allow 
itself to be led into a maze of financial operations with 
no definite ends. 

And, as I write, this uncertainty must also prevail at 
the Ministry of Finance, since the latest official com- 
muniqué on the projected loan declares that “it will 
only be carried out in certain eventualities.”’ 


New Branches 


BARCLAYS BANK.—A new branch has been opened at 
81 Stephenson Road, High Heaton, Newcastle-on-Tyne, 
under the management of Mr. E. Charlton, also manager 
of the Haymarket, Newcastle-on-Tyne, branch. New 
sub-branches have been opened at Sundial House, The 
Green, Billingham-on-Tees; The Old Manor House, 
Elstree, Herts; 401 Anlaby Road, Hull; High Street, 
Pensnett ; and at Post Office Parade, Lower Parkstone. 

MIDLAND BANK.—tThe following new branches have 
been opened: 35 Maida Vale, London, W.g (manager, 
Mr. F. E. Comben); 21 Westcliffe Drive, Layton, Black- 
pool (manager, Mr. F. E. Wedge) ; 112 Dunstable Road, 
Luton (manager, Mr. E. T. Broadbent) ; 154 High Street, 
Herne Bay, Kent, under the management of Mr. G. A. 
Gill; 6 Church Street, Caldewgate, Carlisle, under the 
supervision of Mr. W. Fisher, manager of the English 
Street, Carlisle, branch. 
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International Banking Review 


UNITED STATES 


‘ee: tendency for commercial banks to participate 
in the marketing of new issues through subsidiary 
companies established for that purpose continues 
unabated. The Chemical National Bank has decided to 
establish a securities corporation for that purpose, with 
a share capital of $4,000,000. At the same time the 
bank’s own share capital will be increased from $5,000,000 
to $6,000,000. The new shares will be offered to the old 
shareholders. The reserve will be also increased, from 
$17,500,000 to $19,000,000, by the transfer of $1,500,000 
from the “undivided profits’’ account. Another bank 
which has decided to take an interest in issuing business 
is the Chelsea Exchange Bank, which will establish a 
securities corporation with a capital of 200,000 shares 
of no par value to be offered to $12.50 each. The new 
company’s name will be Chelsea Exchange Corporation. 
The Interstate Trust Co. has just formed the Interstate 
Corporation, with a share capital of $1,035,000. 

The first National Bank of Los Angeles will raise its 
share capital from $12,500,000 to $13,750,000. A much 
more important capital increase is that of the Bank of 
America, from $6,500,000 to $25,000,000. This trans- 
action is due to the bank’s amalgamation with the 
Bowery and East River National Bank and the Commer- 
cial Exchange National Bank. The share capital will 
consist of 1,000,000 shares of $25 each. The reserves 
will be increased by $5,500,000 to $35,000,000. A 
securities corporation will be formed with 1,000,000 shares 
of no par value, which will be issued to the shareholders 
of the mother institute. After the amalgamation the 
Bank of America will apply for a charter as a national 
bank. 

The expansion of the Giannini group in California 
made further progress during the past month. The 
Security Bank and Trust Co. of San Francisco, which is 
controlled by the Bancitaly Corporation, will absort the 
Humboldt Bank, San Francisco, with a capita’ of 
$1,200,000 and deposits amounting to $28,114,000. The 
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total resources of the Security Bank and Trust Co. will 
amount to $200,000,000, and it will have sixty branches. 













FRANCE 


The leading banks held their meetings in the course 
of the past month. At the meeting of the Crédit Lyon- 
nais the chairman read a letter addressed to M. Poincaré, 
replying to recent attacks upon banks. The letter states 
that the Crédit Lyonnais carried out Treasury operations 
without any profit, and that, while the shareholders 
received 39,000,000 f. in 1926 and 33,000,000 f. in 1927, 
the amount of taxes paid by the bank was 55,000,000 f. 
for 1926 and 77,000,000 f. for 1927 

The French colonial banks of issue have operated 
successfully during the second half of 1927. The Banque 
de la Martinique, the Banque de la Guadeloupe, the 
Banque de la Guyane, and the Banque de la Réunion 
have increased considerably their dividend for that 
period, as compared with the first half of 1927. The net 
profits of the Banque de I’Indochine for the second half 
of 1927 amounted to 27,625,205 f. against 25,907,627 f. 
for the first half of 1927, and 23,933,014 f. for the second 
half of 1926. The note circulation increased during the 
year from 1,549,217,000 f. to 1,690,338,000 f. 

The following figures show the net profits of some 
French banks for 1927 in comparison with the figures for 
the previous vear : 















































1927. 1926. 
(In francs.) 
Banque de Paris et des Pays Bas .. .. 38,274,000 37,751,000 
Crédit Foncier d’Algérie et de Tunisie .. 12,335,484 8,410,589 
Banque des Pays du Nord .. + .. 5,985,165 5,840,785 
Banque du Rhin ws - ni .. 4,314,070 4,322,834 
Banque Franco-Polonaise .. Ba >. Sane 3,390,000 
Banque du Dauphine si me .. 3,323,015 3,698,056 
Banque de Strassbourg a ~ .. 3,210,000 3,140,000 
Banque Piérard, Mabille & Cie es om 2,425,000 2,422,000 
Banque Argentine et Frangaise_.. . 1,726,908 1,700,157 . 
Banque Frangaise et Hollando-Americaine 1,694,454 1,869,862 
Société Alsacienne de Crédit ha .. 1,458,077 1,513,445 
Banque des Pays Latins .. - a4 gI0,228 587,192 


The shareholders’ meeting of the Banque de Saigon 
has ratified the increase of the bank’s capital from 
10,000,000 f. to 30,000,000 f. The statutes have been 
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modified so as to enable the bank to transform its capital 
into French-Indo-Chinese currency. 


GERMANY 


The Deutsche Rentenbank, which is being gradually 
liquidated, produced a net profit of 14,100,000 reichsmarks 
for 1927, against 32,480,000 reichsmarks for 1926. The 
whole amount will be added to the reserves. The 
Rentenbank-Kreditanstalt, on the other hand, has 
increased its net earnings from 13,600,000 reichsmarks 
to 15,860,000 reichsmarks, most of which will be added 
to the reserves. The Bank for Industrial Debentures, 
which was established in 1924 by virtue of the Dawes 
Scheme, produced a net profit of 485,625 reichsmarks, 
against 1,462,789 reichsmarks for 1926. The decline is 
due to bookkeeping adjustments. Of interest receipts 
3,718,000 reichsmarks were transferred to a_ special 
account, instead of being included in the amount of 
profits. 

The shareholders’ meetings of some leading German 
banks were marked by a certain liveliness. At the meeting 
of the Deutsche Bank on April 4 a shareholder protested 
against the inclusion of Herr Otto Wolff in the board of 
directors on the ground of an impending criminal action 
against him. At several bank meetings representatives 
of the empioyees expressed dissatisfaction at the con- 
ditions of their employment and the scale of their 
remuneration. 

The directors of the Barmen Bankverein propose the 
reduction of the dividend from 6 per cent. to 4 per cent., 
as a result of unfavourable industrial conditions in 
Barmen. The board hopes to be able to raise the dividend 
to 6 per cent. for 1928. The Frankfurter Bank A.G. will 
reduce its dividend from 8 to 7 per cent. The share- 
holders’ meeting of the Hamburger Privatbank A.G. 
approved the accounts for 1925, 1926, and 1927, which 
showed a net loss of 2,380,000 reichsmarks for 1927. 
The share capital amounts to 500,000 reichsmarks. 

The only capital increase announced recently is that 
of the Bayerische Vereinsbank from 20,000,000 reichs- 
marks to 30,000,000 reichsmarks. A consortium headed 
by Messrs. Mendelssohn & Co. has underwritten the new 
share issue. The banking house, C. Schlesinger-Trier & 
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Co., which is to amalgamate with the banking house 
Lazard-Speyer-Ellissen, earned a net profit of 2,503,525 
reichsmarks for 1927, against 1,645,900 reichsmarks for 
1926. The balance sheet indicates considerable expansion. 

The net profits of the Deutsche Ueberseeische Bank 
for 1927 amounted to 2,863,053 reichsmarks, against 
2,805,816 reichsmarks for 1926. The dividend remains 
at 7 per cent. 


ITALY 


The annual report of the Banca Commerciale Italiana 
announces further progress in the expansion of the bank 
abroad, by means of the creation of branches or affiliated 
institutions at Smyrna, in Greece, and in Morocco. It is 
understood that negotiations are in progress for the 
creation of an affiliated bank in Athens. The shareholders’ 
meeting approved the accounts and fixed the dividend 
at 65 lire. Although the decline of the profits of the 
Credito Italiano was nominal—from 56,410,000 lire to 
55,700,000 lire—-it has been decided to reduce the dividend 
from 10 per cent. to 8 per cent., owing to economic 
and financial difficulties of the past year. The reserves 
were increased by 20,000,000 lire to 190,000,000 lire. 
The Banca Nazionale di Credito earned a net profit of 
28,162,252 lire for 1927, against 31,080,222 lire for 1926. 
A dividend of 30 lire per share was declared. The Banco 
di Roma, on the other hand, increased its net earnings 
from 18,675,348 lire to 18,813,314 lire. A dividend of 
6 lire per share was approved. 

The head offices of the Banca d’America e d’ Italia, 
which is controlled by the Giannini group, are being 
transferred from Rome to Milan, in accordance with the 
general trend of transferring the banking headquarters 
to the latter centre. Some time ago, the foreign depart- 
ment of the head offices of the Banco di Roma was 
transferred from Rome to Milan. 


HOLLAND 


The results of the Dutch banks for 1927 show, on the 
whole, little change as compared with the previous year. 
The Incassobank produced a net profit of 3,680,000 
guilder for 1927, against 3,764,000 guilder for 1926. 
The dividend remains unchanged at 7 per cent. The 








INTERNATIONAL BANKING 269 


amount of acceptances increased from 2,072,000 guilder 
to 16,703,000 guilder. The net earnings of the Interna- 
tionale Bank te Amsterdam for 1927 increased from 
2,270,000 guilder to 2,250,000 guilder. The dividend 
has been maintained at 6 per cent. The capital was 
increased last year from 14,000,000 guilder to 16,000,000 
guilder. The Twentsche Bank produced a net profit of 
3,982,000 guilder, against 3,709,000 guilder for 1926. 
Its dividend is unchanged at 7 per cent. Acceptances 
declined from 15,565,000 guilder to 18,850,000 guilder. 
The Asmetelbask. ‘Amsterdam, which is controlled by the 
Oesterreichische Creditanstalt, will maintain its dividend 
for 1927 at 11 percent. During 1927 it doubled its share 
capital to 6,000,000 guilder. The reserve funds will be 
increased by 650,000 guilder to 3,500,000 guilder. 


SWITZERLAND 
The following figures show the net profits of the 
Kantonalbanks, which published their accounts during 
the past month : 


1927. 1926. 

(In Swiss francs.) 
Basler Kantonalbank .. oP 3 «- Saezacgst 3,952,198 
Graubundner Kantonalbank .. + .. 2,788,503 2,771,666 
Basellandschaftliche Kantonalbank .. -. 2,22%.596 2,118,047 
St. Gallische Kantonalbank .. ‘ .. 1,764,380 1,776,534 


The combined balance sheet of all Kantonalbanks 
shows an increase of the total capital from 473,500,000 f. 
to 496,000,000 f., and of the reserves from 119,300,000 f. 
to 127,500,000 f. Savings deposits advanced from 

I,523,000,000 f. to 1,618,000,000 f., and current account 
creditors from 655,000,000 f. to vII, 000,000 f. 

Among other "hanes which published their balance 
sheets during the period under review, the Freiburger 
Staatsbank shows a net profit of 2,438,619 f., against 
2,305,492 f. for 1926. The St. Gallische Creditanstalt 
produced a net profit of 1,177,041 f., as compared with 
1,186,099 f. for 1926. The dividend is unchanged at 8 
per cent. The net earnings of the Banque Guyerzeller 
A.G., Zurich, advanced from 581,448 f. to 768,647 f. 

The liabilities of the Bankgeschaeft Felix Pinkus, 
Zurich, against which bankruptcy proceedings have been 
initiated, amount to 1,630,000 f. The creditors are not 








270 + THE BANKER 


expected to receive more than I per cent. of their claim. 
The proprietor of the firm has disappeared, and a warrant 
of arrest has been issued against him. 

The Zurich banking house, A. G. Leu & Co., will issue 
a 5 per cent. loan of 12,000,000 f., to convert its 5 per 
cent. loan of the same amount. 


BELGIUM 


The process towards banking amalgamation continues 
to make progress. The Banque de Bruxelles is carrying on 
negotiations to absorb two old-established private bank- 
ing firms, viz. J. Mathieu & Fils, which was established 
in 1754, and Cassel & Co., which was established in 1835. 
Negotiations for other amalgamations are also rumoured. 
The shareholders’ meeting of the Mutuelle Solvay has 
decided to increase the capital from 100,000,000 f. to 
300,000,000 f. The shares will be offered at par to the old 
shareholders. The net profits of the Banque de |’Union 
Bruxelloise for 1927 amounted to 3,927,317 f., against 
3,076,020 f. for 1926. The dividend remains unchanged 
at 20 f. The directors’ report announces that the bank 
will concentrate its activities upon the Belgian Congo. 
The Banque Belge du Travail produced a net profit of 
3,800,000 f. for 1927. Its dividend has been raised from 
15 f. to 173 f. 


LUXEMBOURG 


The International Bank of Luxembourg, which is 
Luxembourg’s bank of issue, maintains its dividend on 
the preference shares at 5 per cent. The dividend on the 
ordinary shares has again been passed. 


CZECHOSLOVAKIA 


The gross profits of the Anglo-Czechoslovakian Bank 
for 1927 amounted to 72,093,500 crowns. Net profits 
amounted to 18,424,000 crowns, against 20,235,000 
crowns for 1926. By virtue of the agreement by which the 
majority of the bank’s shares passed to a Czechoslovak 
group, dividends will be paid only out of the profits for 
1928. For this reason, the dividend has been passed 
once more. Out of the profits, 11,500,000 crowns have 
been used for writing off the book value of premises. 
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The following figures compare the profits of some 
Czechoslovak banks for 1927 and for 1926: 


1927. 1926. 

(In Czechoslovak crowns.) 
Bohemian Union Bank a Pi .. 33,800,000 30,060,000 
Bohemian Discount Bank .. - .. 34,921,000 31,125,000 
Bank for Trade and Industry ‘% .. 25,700,000 23,788,000 
Bohemian Commercial Bank e .. 7,963,000 7,487,000 
Ceska Banka . én wn ‘a .. 4,004,000 2,968,000 
Agrarni Bz anka ie , .. 6,385,000 5,312,000 
Bank of the Czechoslovak Legions .. 6,744,000 6,951,000 
Bratislava Credit Bank vs an .. 2,469,000 — 


Several banks raised their dividend to a considerable 
extent. Among others the Bohemian Discount Bank 
will pay II per cent. against Io per cent. last year. 


AUSTRIA 

The accounts of the leading Austrian banks show 
satisfactory results for 1927. The O6esterreichische 
Creditanstalt showed an increase of net profits by 
2,434,000 schillings to 10,290,000 schillings. Its deposits 
increased by 30,653,000 schillings to 162,512,000 schil- 
lings, while its discounts advanced by a similar amount. 
The dividend remains at Io per cent., in accordance with 
the policy adopted unanimously by the leading banks 
which, notwithstanding the substantial increase of their 
net earnings, do not consider it advisable to increase 
their dividends. The net profits of the Niederoesterreich- 
ische Escompte-Gesellschaft amounted to 6,281,000 schil- 
lings for 1927, against 5,822,000 schillings for 1926. The 
Wiener Bankverein produced a net profit of 6,132,000 
schillings for last year, as compared with 4,615,000 schil- 
lings for 1926. The Allgemeine Oesterreichische Boden- 
credit-Anstalt shows a similar increase of its net profits. 

Among the provincial banks, the Bank fiir Oberoester- 
reich und Salzburg, in which the Allgemeine Oesterreich- 
ische Bodencredit-Anstalt holds a controlling interest, 
will resume the payment of a dividend, after an interval 
of two years. It will distribute 5 per cent. for 1927. 


HUNGARY 
Rumours concerning an impending amalgamation of 
the two leading Hungarian banks, the Hungarian General 
Credit Bank and the Hungarian Commercial Bank of 
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Pesth, have once more been industriously circulated by 
the Press. According to official statements issued by the 
banks concerned, these rumours are entirely without 
foundation. 

The accounts of the leading banks show a substantial 
progress during 1927. The net earnings of the Hungarian 
Commercial Bank of Pesth increased by 1,250,000 pengo 
to 4,920,000 pengo. Discounts increased by 33,260,000 
pengo to 81,160,000 pengo. The dividend has been 
raised from 10 per cent. to 12 per cent. The Hungarian 
Mortgage Bank produced a net profit of 402,000 pengo 
for 1927, against 243,000 pengo for 1926. The bank 
obtained recently a credit of £250,000 from Hambros 
Bank. 


DENMARK 


The Danish Parliament has passed the Bill for the 
reconstruction of Den Landmandsbank which will now 
be converted into an independent joint-stock company. 
The preference share capital of 70,000,000 kroner, and 
the ordinary share capital, which was previously written 


down to 10,000,000 kroner, will be written off. The 
reserve of 30,000,000 provided by the Nationalbanken i 
Kobenhavn, will also be written off. The deficit of the 
bank on December 31, 1927, amounting to 123,000,000 
kroner, will be placed at the bank’s disposal by the State. 
The State will also provide a new share capital of 
50,000,000 kroner, fully paid. The Government intend 
to place the shares with private holders when conditions 
are opportune for such a transaction. The State will also 
provide a reserve of 34,000,000 kroner, in the form of a 
bond, which is to be reduced annually by the amount 
placed to the reserve in virtue of the statutes of the bank. 
The Bill further provides for a final reorganization of 
the bank, whereby various liabilities are transferred to 
a special liquidation department. The present State 
guarantee remains in force until April 1, 1932. The funds 
required for this reconstruction scheme have been 
raised by means of an external loan of $55,000,000. 


NORWAY 


Negotiations have been initiated between the Central- 
banken for Norge and the Oslo branch of the Andersens 
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og Bergens Kreditbank, both under public administration, 
regarding the possibility of joining forces for the esta- 
blishment of a new bank in Oslo. The shareholders of the 
Norske Kreditbank have definitely agreed to the proposal 
of transferring 25 per cent. of the share capital to the 
reserve funds. The Depositbanken of Oslo has resumed 
the payment of dividends, declaring 3 per cent. for 1927. 
The Disconto- og Revisionsbanken (in liquidation) will 
pay its creditors a total dividend of 75°16 per cent., of 
which 70 per cent. has already been paid. 
SPAIN 

The balance sheets published during the past month 
confirm the impression that Spanish banks had an 
exceptionally good year in 1927. The following figures 
compare the net earnings for 1927 with those of 1926: 


1927. 1920. 
(In pesetas.) 
Banco Hispano-Americano . . its .. 16,472,332 14,615,110 
Banco de Vizcaya .. + - .. 13,660,763 9,762,889 
Banco Urquijo , “ .. 12,002,670 8,796,821 
Banco Mercantil de S: antander_... .. 3,058,781 2,621,672 
Banco Castellano... ea oe .. 1,039,486 1,006,513 
Banco Calamarte .. a bn .. 1,572,003 753,055 


The Banco de Vizcaya applied 3,000,000 pesetas of 
its net profits for the purpose of raising the paid-up 
portion of its shares from 350 pesetas to 400 pesetas. 
The paid-up capital has thus been raised to 32,000,000 
pesetas. The Banco Urquijo raised its dividend from 
8 per cent. to g per cent. In the past year the bank 
acquired the controlling interest of the Banco del Oeste 
de Espana, Salamanca. 

POLAND 

The net profits of the Bank Handlowy of Warsaw 
amounted to 2,388,558 zloty for 1927. It will pay a 
dividend of 6 per cent. The Hungarian Commercial 
Bank of Pesth and Hambros Bank, Ltd., have joined 
the international banking group which holds an important 
participation in the share capital of the bank. This 
group has hitherto consisted of the Banca Commerciale 
Italiana, the Harriman interests, the Niederoesterreich- 
ische Escompte-Gesellschaft, and the Banque de 
Bruxelles. 
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The Bankdla Handlu Zagranicznego, Warsaw, will 
increase its share capital from 1,500,000 zloty to 5,000,000 
zloty. The net profits increased from 74,631 zloty to 
186,726 zloty. The dividend is unchanged at 8 per cent. 
The Bank Dyskontowy of Waraw produced a net profit. 
of 1,874,489 zloty for 1927. A dividend of 10 per cent. 
will be paid. The Anglo-Polish Bank, Warsaw, which is 
controlled by the British Overseas Bank, is to pay a 
dividend of 8 per cent., the same rate as for the previous 
year. The Bank of Commerce and Industry, and the 
General Deposit Bank of Warsaw are increasing their 
share capital by 500,000 zloty to 2,500,000 zloty. A 
British group has taken over a great part of the new 
shares issued by the latter. 

General Gorecki, managing director of the Bank 
Gospodarstwa Krajowego, will shortly retire. Jt is 
stated that his successor will be Dr. W. Konderski, a 
well-known Polish economist and author. 


RUMANIA 

Generally speaking, the figures of Rumanian bank 
balance sheets show little change as compared with 1926. 
The net profits of the Banque de Credit Roumain increased 
from 61,293,322 lei to 62,474,738 lei. The Banque 
Commerciale Roumaine produced a net profit of 
20,430,471 lei, against 16,898,020 lei. The Roumanian 
Discount Bank’s net profits amounted to 14,754,000 lei. 
The dividend remains at 12 per cent. Among provincial 
banks, the Temesvarer Bank und Handels A.G. earned a 
net profit of 23,577,000 lei, against 25,470,000 lei for 
1926. Deposits and current accounts increased from 
338,983,000 lei to 492,721,000 lei. The Transsylvanische 
Creditbank A.G., Arad, increased its net profits from 
8,060,000 lei to 10,940,000 lei. 


BULGARIA 


The new Bulgarian Mortgage Bank was established at 
the end of March. It share capital amounts to 10,000,000 
Swiss francs, of which one-third is paid up. A foreign 
group, including Blair & Co., the Chase Securities Cor- 
poration, Lazard Brothers & Co., the Banca Commerciale 
Italiana, as well as Swiss and French banking interests, 
has acquired 60 per cent. of the share capital, while the 
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remaining 40 per cent. has been subscribed by Bulgarian 
banking and insurance interests. 

The capital of the Banque d’Agriculture de Bulgarie 
has been raised during 1927 from 389,000,000 leva 
to 421,000,000 leva. Savings deposits advanced from 
92,000,000 leva to 203,000,000 leva, while time deposits 
increased from 355,000,000 leva to 462, 000,000 leva. 


YUGOSLAVIA 


The shareholders’ meeting of the Croatian Slavonian 
Land Mortgage Bank took place in Zagreb on March 18. 
The net profits for 1927 amounted to 10,241,000 dinars, 
against 11,200,000 dinars for 1926. The dividend has 
been reduced from 13 per cent. to 12 percent. It has been 
decided to change the name of the bank, in accordance 
with the terms of the amalgamation with the Croatian 
Discount Bank, to Yugoslav Discount and Mortgage Bank. 
It will have its head offices at Zagreb, and branches at 
Belgrade and eight other cities in Yugoslavia. The board 
of directors has been reorganized. The chairmanship 
remains vacant for the present, but there are four deputy- 
chairmen, amongst whom is Mr. Victor Freeman, of 
London. 

The Yugoslavenska Banka’s net profits declined from 
11,481,000 dinars in 1926 to 10,391,000 dinars. The 
dividend has been fixed at 8 per cent., against 9 per cent. 
last year. 

According to the report of the liquidators of the 
Slavenska Banka, Zagreb, which suspended payments 
in 1926, the bank’s capital of 100,000,000 dinars, and its 
reserves of 14,000,000 dinars, must be considered as 
totally lost. Itis possible that the banks which participate 
in the share capital of the bank will take over its assets. 
The Laenderbank, Vienna, has a claim of 50,000,000 
dinars against the bank, and retains an important block 
of industrial shares as security of its claim. 


GREECE 
The profits of several Greek banks showed a decline 
against 1926. This is largely due to a decline of specula- 
tive activity of the public, owing to the comparative 
stability of the exchange. The Bank of Athens produced 


a net profit of 45,000,000 drachma for 1927, against 
ry 
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46,415,000 drachma for 1926. Its dividend remains 
unchanged. The profits of the Banque de 1|’Orient 
declined from 15,390,000 f. to 13,968,000 f. The dividend 
will be reduced from 26 f. to 22 f. 


MExIco 
The net profits of the Banco de Londres y Mexico 
increased from 653,000 pesos in 1926 to g00,000 pesos in 
1927, and the net earnings of the National Bank of 
Mexico are approximately equal to those of the previous 
year. The net earnings of the Compania Bancaria de 
Paris y de Mexico show a slight decline as compared with 
1926. 
CHINA 
The Bank of China has decided to open a branch at 
Hankow, in order to extend the circulation of its Shanghai 
notes. The Tung Nan Chih Yeh Bank and the Cheng 
Hwa Bank, both in Shanghai, have suspended payments. 
The shareholders are considering a reconstruction scheme. 





Hambros Bank’s Capital Increase 


The directors of Hambros Bank, Ltd., have decided 
to propose to an extraordinary meeting of shareholders 
the increase of the bank’s paid-up capital from {1,000,000 
to £1,400,000. At present the capital consists of 400,000 
shares of £10 each, of which £2 Ios. is paid up. The bank 
will issue 400,000 new shares of {1 each, fully paid, and 
will distribute them as a bonus among the holders of 
existing shares at the rate of one new share for each old 
share held. The amount of £400,000 will be transferred 
from the contingency reserve to the capital account. 

The new shares will rank for dividend, up to 6 per 
cent., Pari passu with the existing shares. They will not 
carry any voting right, nor will they serve to qualify a 
director. On March 31, 1928, the amount of the reserve 
funds was {£1,050,000, and was thus in excess of the 
paid-up capital. 

This is the third capital increase among London 
banks during the last few months, the two previous 
increases being those of the Midland Bank and of 
Messrs. S. Japhet & Co., Ltd. 
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Law Reports 


HE reserved judgment in the case of Reckitt v. 
Barnett, Pembroke, and Slater, Ltd., noted in our 
cases last month, was delivered on Monday, 

March 19, by the Court of Appeal. The Court was 
divided, but by a majority (Scrutton and Sankey, L.J J.) 
allowed the appeal from Mr. Justice Rowlatt, Mr. Justice 
Russell (sitting as the third member of the Court) deliver- 
ing a dissenting judgment supporting that of the judge 
below. The effect is that the Court of Appeal have held 
(to cite Scrutton, L.J.) that “the person to suffer from 
Sir Harold Reckitt’s excessive but misplaced confidence 
in Lord Terrington must be Sir Harold Reckitt himself, 
who allowed Lord Terrington under a power of attorney 
to sign cheques without restriction, and not innocent 
third parties who took such cheques.”’ It will be re- 
membered that this decision related to a single transaction 
whereby Lord Terrington paid an instalment due on a 
Rolls-Royce motor-car hire-purchased in his own name and 
for his own use from the defendants by a cheque drawn 
on Sir Harold Reckitt’s account and signed ‘Sir Harold 
Reckitt Bt. by Terrington his attorney.”’ But it was 
made clear that this was one only out of a number of 
transactions whereby Lord Terrington is alleged to have 
used his power of attorney for his own benefit, amounting 
altogether to a loss of about £200,000. It is likely, 
therefore, that Sir Harold will not be content to let the 
case rest here, and in view of Mr. Justice Rowlatt’s 
judgment and that of Mr. Justice Russell in his favour, 
he will have considerable encouragement to take the 
case to the House of Lords. 

From the point of view of bankers, and all who have 
to deal with agents and their authority, as we pointed 
out in our last issue, the case is of considerable interest. 
So far two judges have decided one way and two the 
other. It is always disturbing to business men to find 
such disparity of judicial decision on facts described by 
Lord Justice Scrutton as “comparatively simple.” He 
states the position as follows : 

“On February 9, 1915, Sir Harold Reckitt gave a 
power of attorney in favour of Lord Terrington, then 
T2 
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Mr. Woodhouse, as his attorney, ‘to do all/or any of the 
following things in my name and on my behalf’; and 
then follows a long list of kinds of business which might 
be transacted under the power. The list did not include 
drawing cheques on Sir Harold Reckitt’s account, and 
apparently some question was raised by the bank. 
Thereupon Sir Harold Reckitt, on August 17, 1915, 
wrote the following letter, on the true meaning of which 
the case largely depends : 

DEAR Sirs,—Referring to the power of attorney which I have 
given in favour of Mr. Harold James Selborne Woodhouse, and 


which you have inspected, please note that I wish the power to cover 
the drawing of cheques upon you by Mr. Woodhouse without 


restriction. 
Yours faithfully, 
(Signed) HARoLp J. RECKITT.”’ 


The case seems to have turned upon the effect of 
this letter upon the power of attorney and the meaning 
to be attached to the letter. This was recognized by 
all three members of the Court. On the one hand, the 
two Lord Justices said it amounted to an authority 
permitting Lord Terrington to draw cheques “without 
restriction” in even the widest sense; that third parties 
were entitled to rely on the apparent being the real 
authority; and that there was not sufficient knowledge 
or notice of abuse of the power to prevent third parties 
from keeping the proceeds of the cheque. 

On the other hand, Mr. Justice Russell, in his dis- 
senting judgment, took the view that the power to draw 
cheques only authorized him to do so for the purposes 
of his principal’s affairs, which is the primary object of 
a power of attorney; moreover, the letter addressed to 
the bank was on a different footing from the power of 
attorney addressed to all the world. Even assuming 
the two were read together, the learned judge said: 
“T am unable to find words which would justify me in 
holding that the power conferred authority on the 
attorney to apply the principal’s money for his (the 
attorney’s) private purposes.’’ Mr. Justice Russell added 
that, seeing the cheque drawn on the principal’s account 
for Lord Terrington’s personal liability, the payees must 
be taken to have known it was a breach of duty on his 
part, and that, therefore, on the authority of John and 
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others v. Dodwell (1918) A.C., the payees had taken the 
plaintiff's money affected with notice of breach and 
trust and could not hold it. The words “without re- 
striction,’ Mr. Justice Russell held, are satisfied by the 
meaning without restriction as to amount, and could not 
widen the power of attorney so as to include use of the 
principal’s money for other than the principal’s affairs 
and purposes. The learned judge pointed out : 

“Powers of attorney are to be construed strictly, 
and where authority to do an act purporting to be done 
under a power of attorney is challenged, it is necessary 
to show that on a fair construction of the whole in- 
strument the authority in question is to be found within 
the four corners of the instrument, either in express 
terms or by necessary implication. Construing the 
power of attorney and the letter on these principles, I 
am unable to find, either in express terms or by necessary 
implication, authority in the attorney to draw cheques 
on the plaintiff's bankers in favour of the attorney’s 
personal creditors.” 

We have cited enough of Mr. Justice Russell’s judgment 
to show the line he and Mr. Justice Rowlatt followed : 

(rt) Power limited to acting in management of the 
affairs of the principal; (2) notice of abuse of such 
powers by knowledge that the attorney is paying his 
personal debt with his principal’s money. 

Let us now see how the majority of the Court dealt 
with each of these points. Lord Justice Scrutton as 
to (1) appears to have taken the letter to the bank as 
extending the scope of the power of attorney. He says: 

“T take the letter to be a power to Lord Terrington 
to draw cheques without restriction, so that the bank 
could safely honour them without inquiry, and third 
parties could safely accept them without inquiry, Sir 
Harold Reckitt’s position being : 

‘«*T have full confidencein Lord Terrington, and takethe 
risk of his abusing my confidence ; you, the bank and third 
parties, may safely act on his signature, without restriction, 
as binding me towards you. I shall have my remedy 
against him if he does abuse my confidence.’” 

As to (2) the same learned judge deals with the con- 
tention that the payees should have been put upon 
inquiry as to a possible breach of duty. He says: 
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“T do not follow why this should be so. From 
the terms of the letter, Sir Harold Reckitt and Lord 
Terrington are obviously on terms of great personal 
confidence. Sir Harold Reckitt may be lending Lord 
Terrington the money to buy the motor-car for himself 
or presenting him with a motor-car; or Lord Terrington 
may be buying the motor-car for Sir Harold as his 
principal, or to do Sir Harold’s business by its help. 
I do not see how Sir Harold Reckitt, who places implicit 
confidence in Lord Terrington, as shown by the letter, 
can say to people who are taken to know oi the letter, 
you must be suspicious of Terrington, though you see 
I am not.’ Scrutton, L.J., further tested the case by 
asking what would happen if Sir Harold Reckitt sued 
the bank to recover the amount paid on the cheque, 
and answers it thus: “Surely the bank could say : 

“* You told us that Lord Terrington could sign cheques 
on your account without restriction. You cannot make 
us liable for honouring a cheque signed by him, because 
in abuse of your confidence he was using vour authority 
for his own benefit.’”’ 

The Lord Justice Scrutton distinguished the well- 
known banking cases such as A. L. Underwood, Lid. v. 
Bank of Liverpool (1924) 1 K.B. 775 and Morison v. 
L. City of Westminster Bank (1914) 3 K.B. 356; and 
cases where, besides endorsing cheques “per pro” 
within the powers given, the agent does some inde- 
pendent act such as paying the cheques into his private 
account. In the present case Sir Harold Reckitt’s 
authority to Lord Terrington was “unlimited without 
restriction, and has the effect of enabling the bank and 
third parties knowing of the power safely to take the 
cheques unless they have clear notice of fraud.’’ [We 
take these extracts from the Times report of the case.| 

The judgment of Lord Justice Scrutton, therefore, 
appears to have proceeded on the basis of (a) the existence 
of a power wide enough; (b) the proper reliance on the 
apparent authority being the real authority by both 
the bank and third parties; and (c) the absence of any 
sufficient notice of fraud or abuse in the exercise of the 
act purporting to be due under the power. Apart from 
the implied criticism of these propositions involved in 
the judgments of Rowlatt, J., in the Court below and 
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Russell, J., in the Court of Appeal, there is an aspect 
of the case relating to proposition (b) that calls for some 
comment. 

Assuming for sake of argument that (a) and (bd) 
are rightly decided by Scrutton, L.J., it would seem 
doubtful whether there was any reliance on apparent 
authority. Indeed, the Lord Justice in dealing with the 
taking of the cheque by the defendants pointed out that 
the signature, save for the word “Terrington,” was 
impressed by ‘“‘a rather faint rubber stamp,”’ and adds: 
“The partner of the defendants who took the cheque 
did not notice the stamp, but the defendants are, of 
course, bound by the notice of procuration contained on 
the cheque, and their position is the same as if they had 
seen the power of attorney and letter amplifying it.”” Is 
this quite in accord with the decision of the Court of 
Appeal in Stewart & Co. v. Westminster Bank (THE 
BANKER, September and October 1926) where the 
Westminster Bank was not allowed to rely on the 
doctrine of apparent authority because they had failed 
to notice the procuration signature, and had treated the 
cheques in question as signed personally by Sir John 
Stewart ? It was there pointed out that apparent 
authority cannot be set up where the party relying on it 
had not in fact noticed the agency and therefore could 
not have relied on it. Again, in Houghton & Co. v. 
Nothaw Wills & Co. (1927) 1 K.B. 246, where knowledge 
of the alleged power relied on was wanting, the Court of 
Appeal ruled out the doctrine of apparent authority. 

In the present case it appears not only that the 
payees of the cheque did not notice the procuration 
signature and treated it as Terrington’s cheque, but 
they had no knowledge either of the power of attorney 
or of the letter to the bank. 

If the case is argued in the House of Lords, it may 
be that not only should the contrary view expressed in 
the judgments be considered, but also the further point 
raised above as a criticism of Lord Justice Scrutton’s 
judgment. 

Referring to some comments we made earlier in the 
year upon the applicability of the protection afforded 
by section 82 of the Bills of Exchange Act to clearing 
banks collecting as agents for other banks, one or two 
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correspondents have asked us to state more explicitly 
the precise position of this problem as left by the case 
of Importers Company v. Westminster Bank [(1927) 
I K.B. 869: affirmed by Court of Appeal (1927) 2 K.B. 
297]. We gladly accede to the request. Two main 
points necessary for the statutory protection are : (1) That 
the banker receives payment of the cheque for “a 
customer”; (2) that he does so without negligence; the 
burden of proof of both of these desiderata being upon 
the banker. There can be no doubt the Importers case 
is most valuable as dissolving a doubt as to (I) very 
neatly put by Sir John Paget, Bart., K.C., in his third 
edition at pp. 182-3. The same case throws considerable 
light, too, upon (2) as to the degree of care requisite in the 
case of a clearing bank, especially as regards the “% 
payee’ crossing. Both these points are worth expanding 
as practical matters. 

As to (1) the doubt expressed was as follows : Bank A 
takes a cheque crossed specially to them for collection 
on behalf of a customer who has no title to it, the payees’ 
indorsement being forged : Bank A specially crosses it to 
Bank B for collection; Bank B clears the cheque and 
accounts for the proceeds to Bank A. Both banks are 
at common law liable to the true owner of the cheque for 
concession. Bank A has collected for a customer in the 
usual sense of the word and can, therefore (assuming no 
negligence) claim protection of section 82. But what of 
Bank B? The “customer” is Bank A’s, not Bank B’s; 
and it was doubted whether section 82 could avail Bank B. 
Sir John Paget suggested that “‘a liberal interpretation”’ 
of the term “customer,” assisted by the use of the word 
“collection’’ in section 77(5), and the account which 
would necessarily exist between Banks A and B would 
solve the difficulty. The Courts have now by the Im- 
porters Company’s case so decided. That is to say, Bank B 
in such a case is regarded as the “‘customer” of Bank A 
within the meaning of the section. Lord Justice Atkin 
puts the matter without equivocation : “‘It seems to me 
that if a non-clearing bank regularly employs a clearing 
bank to clear its cheques, the non-clearing bank is the 
‘customer’ of the clearing bank.’’ The other Lords Jus- 
tices agreed with this view, as did Mr. Justice MacKinnon, 
the trial judge; it may now be taken, therefore, as the 
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law. It is significant that all the judges seemed to 
find no difficulty in so liberally extending the word 
“customer’’ to include another bank, although it was 
strenuously argued that on the natural reading of section 
82 the ordinary lay customer for whom a banker collects 
was clearly meant, and that it was too great a straining 
of language to say it covered the case of a bank for whom 
a collecting bank was acting as agent. It is a very 
useful decision, and shows a pleasant tendency in 
favour of protection of bankers not too often to be 
noted in the Courts. At least it may be said that the 
decision does not go beyond the legitimate reason for 
the protection given to banks upon the introduction into 
law of their duties in regard to crossed cheques—a kind 
of counterbalance to the obligations imposed. 

It is of further interest to observe that there might 
be another ground for arriving at the same result as 
suggested, although not specifically decided, by Lord 
Justice Atkin. Everyone knows that a non-clearing 
bank with which a cheque is paid for collection can, and 
must, employ a clearing bank as its agents for collection 
if the cheque is to be cleared through the Clearing 
House; hence, as he says, “It may very well be that the 
agent for collection collects for a customer when the 
cheque is collected for the benefit of the customer of the 
non-clearing bank.”’ 

As to (2) some valuable assistance is given by dicta 
of the same Lord Justice in the same case as to the 
standard of care to be expected of a clearing bank col- 
lecting thus indirectly for the customer of a non-clearing 
bank. It should be recalled that the facts of the case 
were these: The Importers Company drew crossed 
cheques in favour of foreign sellers to them of goods and 
sent the cheques over to their own agent, a man named 
Schultze, with instructions to hand the cheques or con- 
signment of the goods to the payees, the foreign sellers. 
The cheques were marked “Account payee only.” 
Schultze stole the cheques, forged the payees indorse- 
ment, and paid them into his own account at the Oscar 
Heilmann Bank at Dresden, when Oscar Heilmann 
indorsed them to the Westminster Bank for collection 
here, and the amounts were credited in that bank’s 
account with the O.H. Bank. The arguments for the 
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Importers Company suing the Westminster Bank for 
conversion of the cheques were, inter alia, that as the 
cheques were marked “% payees only” they were guilty 
of negligence in not seeing that the payees account did 
not have the benefit of the cheques—that a bank acting 
as agent for collection for another bank was as responsible 
as its principal for seeing that the direction “% payee 
only”’ is strictly observed. 

Atkin, L.J., however, pointed out the difference in 
the position of a clearing bank acting as agent in dealing 
with thousands of cheques daily, and in that ordinary 
course of business which is well recognized, and which 
everybody must contemplate : “it seems impossible that 
a very close and accurate survey of all the circumstances 
connected with each cheque can be expected from the 
clearing banker whom I am now treating as the agent 
for coliection. I think they have also to bear in mind 
that although clearing bankers have to handle large 
numbers of cheques, they are dealing with very valuable 
negotiable instruments representing enormous sums of 
money, and that they have some responsibility, at any 
rate, to the persons whose property those negotiable 
instruments really are, and, if anything was noticed or 
was such that it ought to be noticed—if, for example, a 
cheque came into the hands of the clearing banker 
without a proper indorsement’’—he might be guilty of 
negligence if he did not look into it. This was not the 
case here, however, for in the case under notice all the 
judges held that the indorsements were apparently in 
order, and not in appearance at all inconsistent with 
the amount of the cheque being paid into the payees 
account. 

The Lord Justice continues : 

“On the cheques in this case there is a complete set of 
indorsements, and the position of the clearing bank in 
respect of a cheque marked ‘Account payee only’ may 
very well be this: so long as there are indorsements which 
are consistent with the bank which sends it forward 
holding it and being able to comply with the instructions 
thereon, that is sufficient. I am not dealing at the 
moment with what is meaat in those circumstances by 
the words ‘Account payee only,’ or collection for a cus- 
tomer; all that it is necessary to say now is that the 
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documents are such that it was quite possible, and, indeed, 
probable, that the official who scrutinized the indorse- 
ments would pass them if satisfied that the bank with 
whom he was dealing was, in fact, going to account for 
the proceeds to the payee mentioned on the face of the 
document, or otherwise comply with such directions. 
That seems to me to be sufficient. It is said that they 
must be satisfied that their principal, the bank which 
sent the cheque forward, must hold the account of the 
payee. I am not satisfied as to that, because one knows 
very well that cheques are occasionally drawn marked 
‘Account payee,’ and sent to a person who has no banking 
account. I do not agree that those cheques are of no 
value to that person. I see no reason why such a person 
should not request some one who has a banking account 
to present and get the cheque cleared for him. I agree that 
there is a duty upon the bank which takes a cheque in 
those circumstances to see that, in fact, they are collecting 
the money for the account of the payee, and that the 
proceeds, when received, will go to the payee. But that 
seems to me to be entirely a different matter. In this 
case I think there is no evidence of negligence on that 


point.”’ 


Seligman Brothers, Ltd. 


The banking house of Seligman Brothers has been 
transformed into a limited company. This is in accord- 
ance with the general tendency among private banking 
firms. It is found that the form of limited company is 
more in accordance with modern requirements than that 
of partnership. 


New Branches 


LLoyps BANK.—New branches have been opened at 
High Street, Dartford (under the management of Mr. 
H. M. Arthur), and at 1244 Dunstable Road, Luton, 
under the supervision of Mr. G. P. Wood. 

NATIONAL CiTy BANK OF NEW YorK.—A new branch 
has been opened at Varick Street, New York. 





286 THE BANKER 


German Banking and Finance 
By Our Berlin Correspondent 


market has suddenly changed. Large new issues are 

coming out in rapid succession. Although the results 
of these are quite satisfactory this fact does not testify 
to the capacity of the German capital market. The 
reason for these numerous new issues is the discovery of 
a new type of loan which has had a surprising success 
with foreign investors. 

The large number of 8 per cent. long-term mortgage 
bank bonds and city loans issued in Germany since the 
beginning of this year, at prices between 93 and 98, 
were only taken up very slowly, and the example of the 
Railway Preference share issue (200 million gold marks), 
which was fully subscribed from abroad, has induced 
borrowers to select a new type of loan attractive to 
foreigners. The city of Frankfurt-on-Main and its 
banking consortium, headed by Mendelssohn & Co., 
discovered this new type. Instead of a long-term loan, 
short-term municipal bonds are issued, and instead of a 
high interest rate, a lower rate is accompanied by a 
considerable premium on redemption, but the lender has 
the right to convert his bonds into a long-term loan. Such 
are the chief features of the new type, the so-called 
intermediate loan. The city of Frankfurt has placed 
20 million marks of 5 per cent. municipal corporation 
bonds at 99} to be repaid on April I, 1931, at 108. By 
this arrangement two advantages are obtained. In the 
first place, foreign banks, investment houses, and insurance 
companies are willing purchasers of high-yielding three- 
year securities, but cannot lay out their money for a longer 
period. Secondly, the harmful effect of the capital yield 
tax is partly eliminated. In Germany, as is well known, 
there is a coupon and dividend tax of Io per cent. With 
an 8 per cent. loan the creditor, native or foreign, only 
receives 7°2 per cent. net; the deduction in the case of 
the 5 per cent. bonds is naturally somewhat less, namely, 
o°5 per cent. On the other hand, the large premium on 


I the last few weeks the picture of the German capital 
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redemption, 8? per cent. in three years, is obtained tax- 
free on repayment. The device of the intermediate loan 
is an attempt to lessen the burden of the creation of the 
capital required for redemption purposes by granting the 
holders of the bonds the right to convert into long-term 
loan. Bearing in mind that the great shortage of capital 
and high interest rates are not a lasting phenomenon in 
Germany, this type of intermediate loan is to be welcomed 
and should be fairly safe for the cities, since it can be 
assumed that a large number of the holders of the bonds 
will probably prefer to convert the cash repayment into 
a 7 per cent. long-term loan. 

This line of argument proved to be correct and the 
Frankfurt bonds were quickly subscribed. To the 
German cities which, as is known, have been unable to 
place any loans in America since the autumn of last 
year as a result of the notorious controversy between the 
reparations agent and the German central and provincial 
governments, the success of Frankfurt has appeared as a 
deliverance from the prevailing shortage of capital. 
The example of Frankfurt has been straightway followed 
by several cities. In the case of the Munich (16 millions) 
and the Heidelberg (5 millions) loans the terms of issue 
were the same as in the case of Frankfurt. The Berlin 
loan (25 million) differed to the extent that no option for 
a long-term loan was accorded, and the period of the 
bonds ran to five years (the yield is nearly the same as 
with the other loans, i.e. 8°35 per cent., derived from an 
interest rate of 5 per cent., at an issue price of 95} and a 
redemption price of 110). All these loans were quickly 
over-subscribed. The Deutsche Girozentrale is now 
placing 50 millions of 7 per cent. treasury bonds at 963, 
redeemable at par in three years, which will serve to 
convert the daily maturing advances which smaller 
municipalities have borrowed from this central institution. 
In the next few weeks Bavaria will place about 35 millions 
of bonds, so that it will soon be proved whether the 
original successes of these intermediate loans only arose 
from the attraction to investors created by the novelty 
of this type of loan. But, even if only few intermediate 
loans can be placed subsequently, this will not be so 
serious for German municipalities since the renewed 
receipt of foreign loans is in immediate prospect. 
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Doubtless Mr. Parker Gilbert, the reparations agent, 
never wished to impose a prohibition on foreign loans 
for German cities. He only intervened to slacken the 
rate of foreign indebtedness and to ensure the proper 
utilization of the resources. 

After long drawn-out negotiations the German muni- 
cipalities have agreed to set up a control board with 
the Reichsbank and the Ministry of Finance to examine 
the necessity and the urgency of municipal monetary 
demands. This inquiry will soon be finished, and as a 
result, with the full consent of the existing German and 
inter-allied boards, the loans of German municipalities 
will be placed in New York in the near future. It is 
proposed that, following the issues of several of the large 
German cities, a common loan should be issued for the 
smaller municipalities. It is not likely that much more 
than 200 million marks will be placed on the New York 
market during the whole of 1928, and even then the 
placing depends upon an improvement in the American 
terms of issue. 

During the last few months, although only very few 
German loans have been placed abroad, the influx of 
foreign money into Germany has not ceased. It came in 
the form of short-term credits and also of foreign par- 
ticipation in German security business. As is proved by 
the recent rise in artificial silk, gramophone and electrical 
shares on the Berlin Bourse, there is close connection 
between security movements in London and Berlin. 
This is due to the fact that in many cases the same 
foreign buyers have taken up English and German 
artificial silk and gramophone shares. In addition, in the 
last few weeks German financial circles have participated 
to a considerable extent in the share activity on foreign 
bourses, e.g. the recent boom in Wall Street. These 
transactions are without doubt of greater importance for 
the German balance of payments and total of foreign 
indebtedness than the statistically recorded long-term 
foreign loans of Germany. For this reason the ques- 
tionnaire which the Reichsbank has just addressed to the 
German banks, and in future will send out quarterly, 
assumes a very great importance. Hitherto the German 
joint stock banks with branches, and also the State and 
municipal banks, have reported their position to the 








GERMAN BANKING 289 


Reichsbank every two months. In future they will do 
so monthly and the scope of the reports has been extended. 
But the monthly balance sheets which have already been 
published say nothing about the composition of the 
debtors’ and creditors’ items. Now, however, the Reichs- 
bank is to be informed of the part taken by foreign 
customers in deposit and loan accounts. At present this 
inquiry is of a private character, but it is not unlikely 
that the demand for publicity will lead to the publication 
of this information. The figures for individual banks 
will, of course, remain secret, but the totals will suffice 
to satisfy the general economic interest. But there is one 
defect which the Reichsbank will have difficulty in over- 
coming. Up to now the German private banks, whose 
importance, especially in international finance business, 
has been steadily increasing, have refused to publish their 
balance sheet figures in any form, Now the Reichsbank 
is attempting once again to bring them within the circle 
of reporting banks. It is chiefly a question of the large 
issuing houses, such as Mendelssohn, Speyer Ellissen, 
Warburg, Arnhold, etc., and then of the large Berlin 
banks without branches (Berliner Handelsgesellschaft and 
Reichs-Kredit-Gesellschaft), and of numerous private 
firms in the provinces which, on account of their close 
relations to home industries or foreign financial circles, 
administer large sums of home and foreign money. 
What success the Reichsbank will have with its request 
that these banks should participate in the regular pub- 
lication of monthly balance sheets is difficult to say. 
Probably the large banking institutions do not object 
to making returns to the Reichsbank, but only to pub- 
lication. It is to be expected, however, that the total of 
the figures received by the Reichsbank will be published. 
Thus we may learn in the next few weeks not the figures 
of the resources and the creditors of individual private 
banks, but what is the importance of German private 
banking in comparison with joint-stock banking. 





The Governor of the Bank of France, M. Moreau, 
accompanied by M. Quesnay, head of the intelligence 
department of the Bank of France, paid a visit to the 
Reichsbank in Berlin to discuss general questions 
concerning the central banks, and especially the question 
of the Rumanian currency reform. 
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MARCH os 15 *4 t i] 15 2°6 13 3°5 
APRIL os oo as ) 3 15 a i) 3°4 
1927-28 
JANUARY .. 1°3 3 oro 2°4 3°7 1°4 3°6 
FEBRUARY oro 1°2 1°2 3°2 3°2 0-0 3°3 
MARCH 1-0 “6 *4 1°5 1°4 “1 3°7 
APRIL 3°5 1°3 2°2 51 *8 4°3 3°5 
May 2°7 4°2 15 34 55 2°1 3°7 
JUNE 1°3 2°4 | 1°7 20 3 3°6 
JULY 8 ‘1 ‘7 27 1°2 + 1°4 3°6 
AUGUST ‘ 1°5 20 6 4°4 1°2 tf 3°2 3°7 
SEPTEMBER 2°5 3°3 °8 1°7 1°6 t *2 3°6 
OCTOBER 1°9 1°2 7 1°3 10 t “3 3°6 
NOVEMBER *§ 7 1°2 31 4°5 1°4 3°6 
DECEMBER 30 1°4 1°5 1°9 2°2 - °2 3°6 
JANUARY 1°7 *8 °3°9 4°1 2°2 1°9 3°6 
FEBRUARY 1°3 1°3 oo 2°7 0 1°3 3°5 
MARCH ee 1°6 rz ‘1 1°3 16°2 14°9 3°7 
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Table IV MONEY 


LONDON 


Discount Rates Treasury Bills 


Short Loan Fine Trade 
Rate Bank Bills Bills 
3 months 3 months 


Bank Rate Weekly Tender Amount Amount 


Rate | Offered Applied for 


Per cent Per cent. Per cent. Per cent. /#, millions é millions 


WEEK ENDING: 


1928 
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All figures given above, except those of 


Table V FOREIGN 


DAILY AVERA 


NEW YORK PARIS MILAN BERNE MADRID AN 


$ to # Fr. to # Lire to 4 Fr. to # P’tas to 4 
PAR OF EXCHANGE .. 


1925 
JANUARY .. ‘7801 
FEBRUARY .. we ee “T7720 
Marcu ee we ee ‘7769 
APRIL ie oe a "7965 


hobo bo eo 


1926 
JANUARY .. aie e's "8581 
FEBRUARY .. “— on "8639 
MARCH as on ea “8609 
APRIL es ee o< “8622 


34°483 
34°490 
34010 


tS bono Po 


1927-28 
JANUARY ° 
FEBRUARY .. 
MARCH 
APRIL 
May 
JUNE 
JULY 
AUGUST ee 
SEPTEMBER 
OCTOBER 
NOVEMBER 
DECEMBER .. 
JANUARY 
FEBRUARY .. 
Marcu 


30°340 
28°906 
27°941 
27°514 
7°602 
*226 
“417 
‘771 
28°384 
“199 
8°758 
9°321 
8504 
8703 
WOT 


“8529 
“8503 

8542 
"8570 


bo bo OS PO DO dO 


St Sy Or Or Gr Or Gr Gn 


arterial 
mt ta tet het fh fh fh fh fh fh fh fh fp 
DO BS DO DS HO DS DS NO DO OO FO OS OO NO DOD 
tm em thm rhe rhe He ie ie OS Cc Co de Co 


ROO KS OKO dO HS dod 


WEEK ENDING: 
APRIL 7 a an 124°00 92° 5° 028 

* 14 es a“ 5 124°01 92°: "336 29°039 
21 0 ee s 124°00 92°5 Z 29°082 


” 


* The old parity of 25°2215 was 












Table 1V—cont. 





NEW YORK PARIS 
Market Market 
Rank Rat Discount Call Money Rank Rate Discount 
Rate Rate 
Per cent Per vent. Per cent. Per cent. Per cent 
34 4} i 2th 
34 4} 4 2% 
34 1 33 2%} 
34 343 3} <2 
33 8 3h 23 
4 444 34 2} 
4 41% 3} 27 
4 if 34 2% 
} 143 34 2? 
4 1} 34 23 
1 14 34 2? 
i 432 3h 247 
4 47 34 247 
{ a4 3h 2th 
{ 5 34 23 
4 443 34 23 
Treasury Bills, are averages of daily rates. 
N |} EXCHANGES Table V—conl. 


Y AVERAGES 
AMSTERDAM BERLIN STOCKHOLM BOMBAY 
Fl. to 4 Rink. to 4 Kr. to # d. per Rupee 
2° 107 18159 I 
11°829 20°035 17°739 17°976 
11°880 20°046 17°711 18°008 
11°967 20°056 17°722 17°965 
12°001 20°173 17°791 17°886 
12°088 20°401 18°132 18°202 
19°137 20° 4.27 18°159 18°191 
12°131 20°412 18°122 18°083 
12°118 20°422 18°151 17°879 
12°135 20°453 18°171 18°032 
12°123 20°466 18°174 17°974 
12°130 20°468 18°144 17°962 
12°139 20°489 18°135 17°885 
12°136 20°501 18°157 17°932 
12°123 20°493 18°128 17°910 
12°119 20°450 18°128 17°871 
12°129 20°431 18°117 17°870 
12°134 20°433 18°095 17°960 
12°116 20°408 18°084 17°972 
12°076 20°421 18°097 17°986 
12°07: 20°434 18°080 18°099 
12°087 20°461 18°138 18°095 
12°109 20°431 18°161 18°002 
12°124 20°412 18°180 18°002 
12°118 20°413 18°179 18°000 
12°112 20°413 18°178 18°003 
12°107 20°417 18°185 18°009 


tbandoned as from December 22, 1927. 
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BERLIN 
Market 
Rate Discount 
Rate 


Per cent. 


SUT ST SE dd ts tists 


KOBE 


d. per Yen 


19°329 
19°674 
20°617 
20°959 


<3 
~ 

ie 
w 





22°662 
22°707 
23-096 
23°082 
23°198 


23°559 
23°531 
23461 


Per cent. 


hin bi ide them i Hm i ai abi ai abi ii oh bi ie ah 
LDR Rp se SL NO Na Sp Lp tS Ne 
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AMSTERDAM 


Bank Rate 


Per cent. 
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et 
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d. per Gold Peso 
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“S06 
“794 
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Table VI BRITISH TRADE yp 


COAL PIG-IRON STEEL TRON 
pACT 


|- 
1 Exports 2] 

Pradientie: ineludi , tic 

Production oe | Number of Production 


Furnaces in 
Millions of Millions of Blast Thousands of | Thousands of 

Tons Tons Tons | Tons Thow 

ol 


’ 
Production Imp 


1925 
JANUARY 
FEBRUARY 
MARCH 
APRIL 


605 93 
652 95 
685 94 
598 2 


— 
as 
oceo 


1926 
JANUARY 
FEBRUARY 
MARCH 
APRIL 


640 99 


— et et ht 


bobonor 


1927-28 
JANUARY as e* ae re 20° 
FEBRUARY ee os oe ni 21° 
MARCH .. ie ee as oa 21° 
APRIL ee re <a os is 20°6 
May as o« is és ae 20°4 
JUNE oe oa ise ve e« 20°0 
JULY na a ae ee és 18°9 
AUGUST .. ais ae 84 x 19°4 
°o 
8 


Ss Ge 
Cmroar 


fom fh ff fp fh 


PhI-I10O W-1 


ar 


160 
162 
155 
149 
148 
148 
150 


SEPTEMBER ws “s aia am 19 

OCTOBER os és ée ee 19 

NOVEMBER ey eK oe - 19°6 
DECEMBER oa i ‘we i 20°6 
JANUARY ae ee aa re 20°0 
FEBRUARY es ae ‘a a 20°1 
MARCH as o% ae eis 20°2 


betaedierdaedaedaniardaedsodod Ueki oko 


* Total for four weeks. 


Table VI BRITISH TRADE AND INDUSTRY—cow. 


1 
ALL COMMODITIES BANK CLEARINGS UNEMPLOYMENT 
6 
5 Index of 


2 3 4 Percent- | Numbers | Produe- 
Imports Exports Re-exports London Provincial Total Compar- age of on Live tion 
“ Country” able Total insured Register 
persons . 
£ £ £ f P £ 3 unem- one's 1913= 100 
millions millions millions millions | millions millions | millions ployed omitted 


7 


1925 
JANUARY 28°9 69°1 3°3 10°1 6°2 
FEBRUARY *2 69°3 3°f 9°7 6°3 
MARCH 2° 70°3 "8 9°5 64 
APRIL Pa 60°9 2 10°2 671 


1926 
JANUARY 117° 60° , 10°0 §° §° 17°4 
FEBRUARY 96° 62° 3° 9°5 5° 5s 17°1 
MARCH 106°s 66 y 9°3 “ : 771 
APRIL 102°: 52° a 10°0 . 5° 17°5 


1927-28 
JANUARY 113°6 55°4 9° 10°0 
FEBRUARY 93°s 52°¢ 8 9°4 
MARCH 113°: 32° *{ 9°5 
APRIL .. 100° 2 8 10°2 
May — 96° 10°0 
JUNE .. 99°: 9°5 
JULY ee 93° 99 
AUGUST 90° 91 
SEPTEMBER 101° 89 
OCTOBER 105° 10°1 
NOVEMBER 107° 9°8 
DECEMBER 105° 9°8 
JANUARY 100° 10°3 
FEBRUARY 98° 98 
MARCH 110°: 9°6 


18°1 
17°35 
17°9 
18°6 
18°3 
17°3 
18°3 
17°1 
16°4 
18°9 
18°3 
18°4 
19°0 
18°4 
18°0 


SwAae 


oO 
VOW or Gr Or Gr Or Gr Gr 


nao 


_— 
— 


—— 


ow 
Anon 


Se ie See Or Or Or Or tn 


S 


nee 


cron 


Dee fet fh ph fe fh et fh fe fh ph fh fd 


Oe ee ee 
nna 

Weer 

BOO 


* Daily averages, based on weekly or monthly returns. ? ‘‘ Country ” clearings at London 
Clearing House. * Up to June 1926 ten clearing houses, thereafter eleven. * Total clearings 
(London *‘ Country ’’ and Provincial) adjusted, for comparative purposes, by application of 
Board of Trade index number of whclesale prices (1924=100). ° Average of four or five weekly 
returns. © Reprinted by courtesy of the London and Cambridge Economic Service. 
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Di Ron & STEEL & MANU- Ee rN 
WOMTURES THEREOF MACHINERY COTTON WOOL 


















| 
} Exports of Exports of Exports of Exports of Exports of 
Imports Exports Imports Exports Yarns Piece Goods Tops Wool and Wool and 
Worsted Worsted 
aS = Yarns Tissues 
Thousands Thousands é L Millions Millions of Millions Millions Millions of 
of Tons thousands thousands of Lbs. Sq. Yds. of Lbs. of Lbs. Sq. Yds. 





of Tons 











235 325 945 1,214 15°9 4(02°8 2°9 5'1 19°8 
235 299 940 3,901 16°0 $£22°3 2°8 4°6 18°6 
945 | 312 1,086 4,179 17°9 416°6 2°8 3°83 14°8 
274 297 1,039 3,839 16°6 33374 2°4 3°2 12°1 




















_ 
~ 
us 






wens 















555 219 1,308 3,8 15°9 30 34 | 15°9 
443 252 1,082 3,6 14°3 3'1 29 | 15°0 
478 353 1,344 4 19°3 4°6 4°0 13°3 
405 334 1,454 3, 17°3 3°3 3°8 | 95 
356 | 422 1,436 4, 22°8 4°4 4°5 } 11°4 
333 366 1,371 3, 17°2 3°3 4°6 | 13°6 
336 390 1,402 3 14°0 31 4°4 } 16°0 
286 342 1,233 3, 16°6 3°8 5°2 | 175 
312 385 1,309 4,26 15°8 371 44 | 14°4 
336 385 1,244 4,50: 15°3 40 51 | 231 
285 399 1,360 5.4 17°4 3°4 5°% | 1674 
281 352 1,359 4,15 14°5 2°9 4°5 } 15°0 
284 332 1,345 1,8 14°9 2°8 4°0 | 169 
287 317 1,218 4,0 14°5 371 3°6 | 14°5 
272 109 1,529 1, 155 | 3°38 4°2 15°1 





| 






ye National Federation of Iron and Steel Manufacturers. 
COMMODITY PRICES 
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GERMANY FRANCE 





UNITED KINGDOM B.A. 















Wholesale 1 |Wholesale ‘Wholesale Cost of (Wholesale | Cost of 
Cost of (Depart- | ‘Reichs- Living (Statis- Living 
Living ment of bord (Reichs- tique (Statis- 
Board of “ Statist”) “ Econ- Ministry| Labor) bord) Générale) tique 
Trade omist” (of Labour Générale) 
July July 2 1913/14 July 
1913=100 | 19138=100 | 1914=100 | 1914=100 | 1926=100 | 1913=100 100 1913=100 | 1914=100 












1925 





JANUARY 171°0 170°4 185°9 179 103°5 138°2 124°1 514°4 
FEBRUARY 168°7 168°4 186°0 179 104°5 136°5 135°6 515°0 
MARCH 166°0 164°8 182°5 175 104°8 134°4 136°0 513°5 386 
APRIL 161°9 161°8 177°4 173 102°4 131°0 136°7 512°1 390 














1926 









JANUARY.. 150°1 152°1 163°3 173 103°6 120°0 139°8 633°5 
FEBRUARY 147°6  150°5 | 161°4 172 102°1 118°4 138°8 | 635°6 
MARCH 144°3 | 148°4 | 159°4 168 100°4 | 118°3 | 138°3 | 631°8 451 
APRIL 143°6 147°7 158°0 167 100°1 122°7 139°6 | 650°1 485 









1927-28 









JANUARY... 143°6 144°8 4 172 96°6 135°9 144°6 621°8 
FEBRUARY 142°6 146°0 *4 171 95°9 135°6 145°4 631°6 
MARCH 140°6 145°4 8 165 94°5 135°0 144°9 641°4 524 
APRIL 139°8 145°1 *9 164 93°7 134°8 146°4 636°3 
May 141°1 145°6 “4 163 93°7 137°1 146°5 | 628°3 
JUNE 141°8 144°8 Zz 166 93°8 | 137°9 147°7 | 622°4 525 
JULY 141°1 143°5 x, 164 94°1 137°6 | 150°0 | 620°5 
AUGUST 140°9 | 144°5 1 165 95°2 137°9 | 146°6 | 617°7 
SEPTEMBER | 142°1 | 142°9 *4 167 96°5 | 139°7 | 147°1 | 600°4 507 
OCTOBER .. 141°4 141°9 8 169 97°0 139°8 150°2 | 587°5 
NOVEMBER 141°1 142°9 3 169 96°7 140°1 150°6 | 594°4 
DECEMBER 140°4 142°8 8 168 96°83 | 139°6 151°3 604°2 498 
JANUARY... 141°1 142°2 5 166 96°3 | 138°7 | 150°8 | 607°1 
FEBRUARY 140°3 142°5 *8 164 96°4 137°9 | 150°6 609°1 
MARCH 140°8 145°4 i 164 - 138°5 150°6 | 622°9 507 














1 The indices, which are for the Ist of the month, are entered for the previous 
month to facilitate comparison. 

2 The average for 1926 on the old base (1913=100) was 151°1, but the two sets 
of indices are not strictly comparable. 
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The Monetary Policy of Portugal 


By I. Camacho Rodrigues 


(Governor of the Banco de Portugal) 


BANKER, I propose to give below an account of the 

monetary developments in Portugal. They contain 
lessons of importance to those interested in monetary 
problems. The material factors which contribute to 
the creation of sound fiduciary circulation and to the 
stability of the currency in relation to foreign currencies 
may be summarized as follows : 


i compliance with the request of the editor of THE 


The existence of a strong bullion reserve consisting 
mainly of gold. It is necessary to maintain 
the gold reserve above a minimum ratio to the 
note circulation, which is justified by past 
experience. 

(h) Equilibrium between revenue and expenditure of 
the State. The internal floating debt should 
not be excessive. 

(c) An export surplus or at least an equilibrium in the 
balance of payments. 


In addition to these material factors there is another 
factor of a psychological nature whose influence is of 
great importance. This is the factor of confidence, without 
which no currency system can remain stable. 

The situation of the Portuguese balance of payments 
has some peculiar characteristics. The space at my 
disposal does not permit me to deal extensively with the 
details of Portugal’s balance of payments. During several 
decades, from 1891 until the present day, our international 
balance has been at equilibrium without any external 
loans or any alienation to foreign countries of national or 
colonial territory. The last important external issue was 
the tobacco loan of {10,000,000 in 1891, which is already 
completely repaid. The same is the case ng rectee. the 
loan of £3,000,000 granted by the British Government. 
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The Portuguese 3 per cent. external loan was entirely used 
for improvements enabling Portugal to construct and 
ameliorate railways, roads, telegraphs and telephones, 
and seaports. 

The trade balance of Portugal shows a deficit, though 
it is not so great as is shown in the customs statistics, 
which show imports at their full, while comparatively 
less care is taken in compiling figures of exports and 
re-exports. In spite of the deficit of the visible trade, 
more than half of the outstanding external loan has been 
repatriated. A very important support is forthcoming 
from the remittances of the Portuguese colony in Brazil, 
which constitutes a substantial item of invisible exports. 
For this reason fluctuations in the exchange rate between 
Rio de Janeiro and London invariably react upon the 
escudo. This phenomenon clearly shows the link between 
the Brazilian and the Portuguese exchanges ; for example, 
during the year 1906 the note circulation of the Banco 
de Portugal and its reserve remained practically un- 
changed, and the sterling rate returned to the vicinity 
of its legal parity, 534. Three years later, when the 
circulation and the reserve were almost the same as in 
1906, the sterling rate was 4223. At the same time the 
rate of exchange in Rio de Janeiro on London attained 
the high figure of 17,5,. 

The other important factor is the budgetary situation. 
The constant and increasing deficit has exercised a 
disturbing influence on the monetary situation. The 
restoration of the budgetary equilibrium must be attained 
to eliminate this disturbing cause. This fact is generally 
realized in political circles in Portugal. 

I propose now to point out some remarkable aspects 
of the relation between the fiduciary circulation, the 
reserve, and the rate of exchange. From 1891 to 1896 
there was increasing trend in the value of the pound 
sterling in relation to the Portuguese currency. The rate 
declined from 41 to 38}, while during the same period 
circulation increased from 34,760,000 escudos_ to 
58,933,000 escudos. At the same time, however, the 
ratio of the reserve advanced from 3'I per cent. in 1891 
to 17°8 per cent. in 1896. In 1910 the circulation attained 
78,071,000 escudos, while the reserve ratio dropped to 
10'7 per cent. At the same time, however, the exchange 
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rate improved. The rate on London rose to 48323. 
This improvement was due to the influence of the Brazilian 
exchange rate on London. In 1914 the exchange rate 
declined to 36%, the circulation attained 96,458,000 
escudos, while the reserve ratio increased to 15'9 per 
cent. 

In 1918 the rate depreciated, the circulation under- 
went a heavy increase reaching 273,834,000 escudos, 
while the reserve ratio declined to 10°7 per cent. In 
1924 there was a sharp drop in the exchange rate to 
223, while the note circulation underwent a spectacular 
increase, reaching 1I,412,851,000 escudos. The increase 
of the note circulation was not a result of commercial 
transactions but was used for the requirements of the 
Treasury. 

In 1925 the rate was 243, the circulation rose to 
I,471,322,000 escudos, while the reserve ratio was 21 
per cent. In 1926 the rate remained stable while the 
circulation continued to increase, attaining 1,664,392,000 
escudos. The reserve ratio increased slightly, attaining 
21°2 per cent. 

In order to put the Portuguese currency on a sound 
basis the disturbing cause of Treasury borrowing from 
the central bank should be eliminated. There should 
be no further increase of the circulation for the require- 
ments of the Treasury; on the contrary, the reduction of 
the Government’s advances from the Banco de Portugal 
is inevitable. It is interesting to observe that the 
exchange rate has remained practically steady since 
1924, although the note circulation increased. This was 
due to the interventions of the Government and the 
Banco de Portugal in the foreign exchange market with 
the aid of a capital sum of £3,000,000 set aside for that 
purpose. In spite of the comparatively small amount of 
the funds at our disposal, our action was crowned with 
success. By means of contracting an external loan to 
be used for the repayments of the State’s debt to the 
Banco de Portugal, for the increase of the latter’s reserve, 
and for the creation of a Treasury fund to reduce the 
internal floating debt, Portugal will be enabled to solve 
the problem of stabilizing her currency and will be 
in a position to adopt the gold exchange standard 


system. 
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Portugal's Public Debt 


THE following is an account of the funded debt of the 
Republic of Portugal : 


A. 


THE 


INTERNAL DEBT 


The Portuguese internal debt comprises consolidated 


and redeemable loans. 


The state of this debt as at 


March 31, last expressed in escudos, is as follows : 


CONSOLIDATED LOANS 


Loans 


3 per cent. 
6} per cent. 


(ge jd ) 


Total 


Capital 
issued. 


Escudos. 


4,828,926,146 


36,000,000 


4,.864,926,146 


| Outstanding « on March 31, 1928. 





In the hands of | 
| the Treasury. 


Escudos. 
4,520,543,064 
18,000,000 


4, 538, 543,064, 


REDEEMABLE LOANS 


Loans. 


of 1905 

of 1888 

of 1890 ne 
of 1888—9 

of 1903-5 

ver cent. of 1912 (gold) 
ver cent. of 1916 

of 1909 

of 1917 


3 per cent. 
t per cent. 
t r cent. 
per cent. 
per cent. 
] 
I 


t= to tom tee 


‘per cent. 
per cent. 
per cent. 
per cent. 


(Port. of Lisbon) 
(State Railways) .. 


Capital 
issued. 


Escudos. 
2,700,000 | 
3,511,350 
2.930.400 
21,958,470 


In 
circulation. 


Escudos. 


308,383,081 


18,000,000 


326, 383,08 1 


Outstanding on March 31, 
1928. 





of the 
Treasury. 


Escudos. 
230 
32,647 


24,840 


3.385,710 
2,957,670 
2,334,600 
1,604,240 
9,142,800 


8,900,000 
11,145,000 


In the hands | 


In 
_ circulation. 


Escudos. 
2,487,800 
1,531,755 
2,401,830 
8,217,890 
2,912,310 
2,776,770 
2,146,050 
1,226,640 
8,824,400 
8,006,000 
9,828,000 


ce ee ee Ok 


per cent. (Angola develop- 


ments) 
7 per cent. 

TIN 

limor) 
7 per cent. 


Total 


(Mondego Railways) 


16,500,000 


(gold) (Province of 


547,650 
5,500,000 


96,11 7,890 


14,995,000 


525,150 
5,120,000 


83 999,595 
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From the two foregoing tables it can be seen that the 
total capital of the internal debt, in the two classes of 
loans, is of the nominal value of esc. 4,948,983,459:39— 
of which esc. 4,538,600,782:40 are in the hands of the 
Treasury, and esc. 410,382,676:99 are in circulation. 
These securities are shown in £ in the following table : 


In the hands of | 


Loans. the Senne In circulation. 


£ s. d. £ s. €. 
1.000.000 0 O 4,000,000 0 O 


Consolidated 64 per cent. (gold) .. 
617,060 0 O 


Redeemable 43 per cent. 1912 (gold) 
Redeemable 7 per cent. (gold) (Pro- 
vince of Timor) .. 


Rest of redeemable loans (£1 110 
escudos) 7 $1,096,370 14 1 | 3,537,097 1 7 


116,700 O O 


Total .. .. 45,096,370 14 1 | 8,270,857 1 7 


Grand total £53,367,227 15 8 


During the present financial year the charges for 
interest redemptions anc premiums of the internal debt, 


expressed in £ are as follows: 


Interest on Bonds 
in circulation, 
redemptions and 
premiums. 


Interest on Bonds 
held by the 
Treasury. 


Loans. 


£ s. d. £ 
Consolidated 6} per cent. (gold) .. 260,000 0° 0 260,000 0 0 
Redeemable 4$ per cent. of 1912 
(gold) “* aie saa sa 32.277 l 
Redeemable 7 per cent. (gold) (Pro- 
vince of Timor) ; “<a = 
Rest. of redeemable loans (£1 — 110 
escudos) ; 


11,995 

863,297 0 3) 113,967 

Total .. —.. | 1,123,297 0 3) 418,240 

Grand total £1,541,537 16 10 
B. EXTERNAL DEBT 

The present external debt originated from the con- 

version made in 1902, and is composed of three series, all 


of them redeemable, with interest, at 3 per cent. The 
position of this debt as at March 31 last is as shown on 


the following table : 





JOHN 
TANN 
SAFES. 
STRONGROOMS 


# every form 
of security 
engineering 


OF Or OF On OO 


The Generous Margin 
of Security guaranteed by the name 
JOHN TANN is the outcome cof more 
than 130 yearsofexperience, during which 
period no John Tann Fire and Burglar 
Resisting Safe or Strong Room has ever 
had its contents destroyed or stolen. 


JOHN TANN, LTD. 
dey | Ve 117 Newgate Street, E.C.1. 
oe. i ® 2 Telegrams - Safejotan, London, 


ad Telephone - Central 9772. 9773 





OUR OFFICES IN 
PORTUGAL 


The offices of this Bank at 44 Rua Aurea, Lisbon, and 9 Rua 
do Infante D. Henrique, Oporto, are equipped to transact 
every description of banking business and form a financial 
link between Portugal and the whole of South America. The 
Bank has 45 branches and agencies, distributed throughout 
the important commercial centres of the Latin-American 
countries. Those requiring commercial information should 

Estd. 1862 apply for a “Monthly Review of Business and Trade 
Conditions in South America and Portugal,” issued either in 
English or French. Up-to-date status reports on Latin- 
American firms are also available. 


BANK OF LONDON 
oe © is SOUTH AMERICA 


Paid-up Capital LIMITED 
and Reserve Fund 6, 7 and 8 Tokenhouse Yard, London, E.C.2 


£6,540,000 MANCHESTER: BRADFORD: 
36 Charlotte Street 33 Hustlergate 
Afjliated to Lloyds Bank Limited. 


A A Pr re rr re Pree Pree re Pe Pre ee Prec rrererree 
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Outstanding capital on March 31, 
1928. 





Capital issued. . = 
In the hands of 


the Treasury. In circulation. 


£ a. dd. £ a £ a: ad. 

Ist series .. 21,001,680 0 OO 1,378,980 0 0} 18,171,800 0 0 

2nd series ry 1,210,656 6 O 7,492 2 0 1,078,341 4 0 

3rd series : 

With interest 9,648,753 16 0 7,581 18 Of} 8,599,406 18) 0 
Without — in- 


terest és 3.216.251 5 4 | 2868996 5 4 


Total .. | 35,077,341 7 4 1,404,054 0 0] 30,718,544 7 4 
The charges for interest and redemption during the 
current financial year as as follows : 


Intere ud on end 

in circulation, 

redemptions and 
premiums. 


Interest on Bonds 
in the hands of 
the Treasury. 


£ s. - es. d. 

Ist series 11.369 8 O 619,201 10 O 

2nd series .. 523 14 9 28,1556 TF 2 
3rd series : 

With interest 


227 0 3 303,889: 2 
Without interest 3°4 


15,356 
Total .. 12.120 3 0 | 977,602 3 8 


Grand total .. £1,019,722 6 8 


The total charges for the public funded debt 
therefore as follows : 


16 10 


Internal debt 
6 = 8 


External debt 


Total ea a ee £2, 561, 260 3 6 


Of this sum the Treasury receives {1,165,417 3s. 3d., 
the private holders being paid (including all redemptions 
and premiums) the sum of £1,395,843 os. 3d. The greater 
part of this sum is payable in Portugal to the holders, 
who are almost all Portuguese. The payments made 
abroad by the London agency, which is the only one which 
at present is paying the charges on the Portuguese debt, 
are on an average drawn from the last two financial years, 
an approximate sum of £329,500 per annum, as shown in 
the following table : 















CAPITAL (paid up ): 


Esc. 50,000,090.00 





14 
5 ” 
5 ” ” 








aris Office : 
8 RUE DU HELDER 





Branches as under: 
37 OFFICES IN PORTUGAL, AZORES AND MADEIRA 
AFRICA 
INDIA, 
BRAZIL 
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Banco Nactonal Ultramarino 


(NATIONAL OVERSEAS PANK) 


State Bank of the Portu guese Colonies 


RESERVE FUNDS: 


Esc. 49,000,000.00 


CHINA AND OCEANIA 










London Office : 


9 BISHOPSGATE, E.C.2 








Worto Cobo & Cs 
LISBON 
PORTUGAL 











+o} 


CORRESPONDENTS THROUGHOUT 
THE COUNTRY AND ABROAD. 





<>< 





EVERY KIND OF BANKING BUSINESS 
TRANSACTED 








Head Office : 


Rua Aurea 175-191 Lisson. 


Telegraphic Address : 
BANCOVO. 







Head Ofice: RUA DO COMERCIO, LISBON 





Borges & Irmao 
BANKERS 


Head Office : 
OPORTO 








Branches: 


LISBON BRAGA 
OVAR- RIO DE JANEIRO 


Telegraphic Address : 
“ BORGIRMAO” 








Every kind of 
banking business transacted 
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PAYMENTS IN LONDON 


Loans. 1925-6. 


£ 

External debt ‘ 313.940 

Consolidated 6} per cent. (gold) | 16.816 
Redeemable 4) per cent. of 1912 2 

(gold) .. ee 7 el 


Total .. ne ora 331.451 


695 


The administration of the funded debt is exclusively 
in charge of the “‘ Junta do Credito Publico”’ (Public 
Credit Board), an autonomous board definitely consti- 
tuted in 1797, and which will retain its constitution and 
functions for at least such time as the present external 
debt be extinguished, under the provisions of the law 
of May 14, 1902, which authorized the conversion of 
this debt. 

The Public Credit Board is composed of five members, 
one being chosen by the Senate, another by the Chamber 
of Deputies, another appointed by the Government, and 
two elected by the holders of registered bonds of the 
consolidated debt. Their chief duties consist in exercising 
directly, and independently of any authority or depart- 
ment, the general management of the funded internal 
and external debt, superintending all the services in- 
herent to the aforesaid administration and rigorously 
controlling financially the issue and redemption of the 
bonds of the public debt. 

In order to meet the general charges of the debt, the 
board receives daily from the Custom House treasurers 
the sums necessary to enable it to be always supplied in 
advance with one-twelfth of the sums specified in the 
Budget, both for the service of the board and for the 
salaries of the staff and other office expenses. These 
revenues of the Custom House are deposited to the order 
of the board with the Bank of Portugal, and may not be 
alienated from their strict application. The members 
of the board are individually and collectively responsible 
for any infraction of this provision, and no order to the 
contrary can exempt them from their responsibility, 
whatever may be the authority from whence such order 
may emanate. If in any half-year the sums deposited 





™~, 
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BANCO LISBOA “& ACORES 


Rua Aurea 88 
LISBON ~ PORTUGAL 


Telegraphic Address : \CORES. Branch at Oporto: Av. Nagdes Aliadas. 
Codes used: A.B.C. 5th & 6th Ed., LIEBER’S, BENTLEY’S, 
PETERSON’S Ist and 2nd Ed. 


Capital Ese. 10.000:000 $00 Reserves Esc. 7.050:000 $00 













BALANCE SHEET as on 31st DECEMBER 1927. 









LIABILITIES. Esc. 
Coptai... - a - P Re ..  10.000:000 $00 
Reserves... - ae = us ot " 6.064:000 $00 
Deposits to order . . . aie Py a .. 143.827:393 $69 
Deposits to term .. Sa re re ee a 8.743:790 $92 
Other accounts... - -¥ = a ..  63.168:327 $61 
Acceptances on account of Customers . . se as 526:228 $o2 
Profit and Loss .. a mS - x4 = 6.343:397 $95 












238.673:138 $19 











ASSETS. Esc. 











Cash in hand and at Banks # “% - -- 42.114:316 $23 
Funds of Credit .. x“ - + 1.139:493 $75 
Bills discounted .. i vs is .. 106.645:540 $44 
Bills for collection si af ” = .. 18.466:074 $95 
Investments and other accounts ” a .. 66.864:938 $26 
Properties, movables and implements in Lisbon and 

Oporto aha 3 és ae es és 3-442:774 $56 







238.673:138 $19 












Last dividend paid 40 per cent. 


very description of Banking business transacted. 






Principal Correspondents at: 











London: National Provincial Bank, Ltd., 15 Bishopsgate. 
Westminster Bank, Ltd., 21 Lombard Street. 

Paris: Société Générale, 29 Boulevard Haussmann. 
Westminster Foreign Bank, Ltd., 22 Place Vendéme. 

Brussels: Banque du Congo Belge, 14 Rue Thérésienne. 
Guaranty Trust Company of New York, 27 Avenue des Arts. 

Berlin: Deutsche Bank. 
Direction der Disconto Gesellschaft. 

Italy: Banca Commerciale Italiana. 

Madrid: Banco Espanol de Crédito, 14 Alcala. 

Switzerland: Société de Banque Suisse. 

Prag: Banque Anglo-Tchecoslovaque. 






Amsterdam: Messrs. Lippmann Rosenthal & Co. 
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by the treasurers of the Custom House do not come up 
to the total amount of the twelfth parts, for the integral 
payment of all the charges, the public Treasury is obliged 
to hand over to the board, on the roth days of June and 
December, any sum that may be short. 

The deposit (in favour) of the board thus constituted, 
guarantees the payment in Portugal of the charges of the 
debt, and the constitution in the agencies abroad of the 
deposits for the payment of the external debt. These 
latter deposits shall be constituted by transferring fort- 
nightly to the agencies the amount corresponding to the 
sum that has to be paid out, in such a manner that at the 
end of each half-year the agency may be in possession 
of the total amount of the said sum. At the present 
moment, and by way of a provisional regime, these trans- 
ferences are not being carried out. The agency of the 
board in London (Baring Brothers, Bishopsgate) is 
authorized to draw from the deposit account of the 
Portuguese Government, for whom it is also the firiancial 
agent, the sums necessary for the payment of the debt, 
as and when they fall due. 

The autonomy of the Public Credit Board, derived 
from its constitution and its functions, the automatic 
manner in which its deposits are constituted, the in- 
dependence granted to this institution for the carrying 
out of the services of the funded debt constitute a strong 
guarantee given to the holders of bonds of the Portuguese 
debt. 
All the charges of the Portuguese debt have been 
regularly paid up in spite of all the disturbances which 
inevitably resulted from the war in which Portugal 
collaborated side by side with England, her old ally, 
and there has never been any suspension or postpone- 


ment of the payments. 
Clarence Trust Limited 
Central House, Finsbury Square, London, E.C.2 


Underwriting and Capital arranged for 
approved industrial and other undertakings 








(Adpt,) 
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Companhta NKactonal 
de Navegacao 


Tue Companhia Nacional de Navega¢ao was founded in 1918 to take over 
the business of the Empreza Nacional de Navegacao which had been 


established since 1880. 





taken over by the C.N.N. from the E.N.N. in 1918 
Since then, in spite of the crisis shipping companies 
the gross tonnage of the 


The gross tonnage 
totalled about 25,000. 
throughout the world have had to cope with, 
C.N.N.’s fleet has gradually been increased to over 77,000 tons. 


The C.N.N. now owns, besides a number of minor craft, 6 liners which 
can easily be rated the best in the Portuguese Mercantile Marine, viz. 
the T.S.S. “ Nyassa,” ‘‘ Angola,” ‘‘ Mogambique,”’ “‘ Lourengo Marques,” 
“ Africa,” and ‘‘ Pedro Gomes.” These liners are employed in regular 
passenger-cargo services to and from the Portuguese West and East African 


Colonies. 


In addition to the regular liners, the Company runs 4 cargo and 4 


coasting steamers, thus ensuring a very efficie nt cargo and passenger service 


with the Portuguese Colonies. A regular service is also conducted between 


Lisbon and Oporto. 

The regular passenger and cargo sailings from Lisbon are operated 
on the first and third Thursday of each month. The former is a fast service 
to the East Coast of Africa; steamers call only at the following ports : 

Thomé, Loanda, Porto Amboim, Lobito and Mossamedes (West Coast), 
Cape Town and Lourengo Marques, Beira and Mocambique (East Coast). 

The sailings of the third Thursday are conducted to West Africa only 
and scheduled to last about 63 days on the round trip. 

In addition to the cargo and passenger services from Lisbon and Oporto 
to Africa and vice versa, a very efficient through freight service is operated 
between North European, Mediterranean and North American ports and 
the Portuguese Colonies. 

The Chairman — Company is Mr. J. de Bettencourt de V. Thompson, 
who was formerly General Manager of the Empreza N. de Navegacio, 
where he started his business career over 40 years ago. 


Mr. Thompson is also a Managing Director of the Company and attends 
specially to the freight and financial branches of the Company’s services. 


The other Managing Directors are Conde da Ponte, who supervises 
all the marine and engineering departments, and Mr. A. J. M. Carvalho, 
who is in charge of the supplies’ and accountants’ departments. 


The Company has Branch offices at Oporto and Beira (P.E.A.) and two 
Inspectors operating at Loanda and Lourengo Marques, respectively. 


A new passenger liner is being built, the T.S.S. “ Portugal,” which will 


be delivered in 1929. 
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Banking in Portugal 
By Dr. Lobo d’Avila Lima 


N the year 1822 the first bank in Portugal was formed, 
| and was called the Bank of Lisbon, with a capital 
divided into 10,000 shares of 500 milreis each. 

The second bank to be formed was the Commercial 
Bank of the City of Oporto in 1835, with a capital of 
2,000 contos, divided into 10,000 shares of 200 milreis 
each. Afterwards the National Trust Company was 
founded in 1844. In 1846 the Bank of Lisbon amal- 
gamated with the National Trust Company, giving birth 
to the Bank of Portugal. Between 1846 and 1873 
thirteen banks were created, of which the Companhia 
Geral de Credito Predial Portugues (Banco Hypotheca), 
the Banco Allianga, the Banco Nacional Ultramarino, 
the Banco do Minho, and the Banco Agricola e Industrial 
Viziense still exist. From 1874 to 1876 thirty-seven 
banks were created. Of these remain the Bank of Covilha, 
the Commercial Bank of Lisbon, the Bank of Lisbon 
and Azores, the Bank of Barcellos, and the Bank of 
Alemtejo. Thus, between 1822 and 1876 fifty-four banks 
were established, in addition to eight financial houses, 
trust companies and credit societies. Of all these 
financial institutions only ten still live. 

The capital of financial institutions in 1876 is shown 
by the following figures : 


Nominal | Realized 
Capital. Capital. 
Contos of Contos of 
reis. } reis. 


Banks and Banking C + ee 8 i Pe a 107,250 50,069 
Foreign Banks, Agencies ‘ es ea 2.025 2,025 
Building Societies - “ee 9,000 440 
Agricultural and Industrial Banks :- “a 3 170 170 


118,445 | «52,704 





In spite of the great number of issuing banks the notes 
issued never attained any considerable sum—it was 
rather exceptional when the value of notes issued 
exceeded that of the cash in hand. 

The majority of the issuing banks survived until 
1887, but in that year the decree published on July 20 





BANCO PINTO & SOTTO MAYOR 
Head Office: LISBON 


HIS important banking institution, which took over in 1925 the 
business of the private bankers “Pinto & Sotto Mayor,” esta- 
blished in 1914, suffered during the last year considerable modifica- 

tions whose favourable result is plainly shown in the Report and Balance 


Sheet for the year 1927. 
LIABILITIES. Ese. 
Capital paid up 30,000,000 $00 
Reserve Fund . 67,363 $97 
Deposits .. -- 25,622,397 $45 
Long-term De posits 2 4 37,229 $82,5 
Deposits in Foreign © ur- 
rency ‘ 
Drafts outstanding 
Sundry Creditors 
Accounts with guarante e 
Branches and Agencies . . 
National & Foreign Corre- 
spondents 
Creditors for 
deposited 
Engagements and Ae ce pt- 
ances on account of 
Customers 
Long-term Exe hange Ope r- 
ations os 
sundry Accounts. . 
Creditors for Securities 
held in guarantee 
Directors’ qualification .. 
Profit and Loss 


1,808,689 $39 
1,924 862 $48 
2188: ,663 $85,5 

251,571 $89 
14, 1 56,900 $64,5 
0 si 4,070,343 $78 
securities 
25,510,993 $10 


16,400,400 $72 


5,564,733 $87 
8.196.401 $70,5 
13,234,364 $91 
100,000 $00 
3,540, 680 $36 


204, 070, 597 $95, 


ASSETS. Esc. 

Cash in hand and at Banks 9,480,705 $14 
same eo -- 19,317,816877 
Foreign Exc hange Bills: 297,626 $09 
Bills discounted .. -. 23,218,119 $81 
Bills for collection sin 3,800,519 $29 
Accounts with guarantee... 1 1,7 
eens hes and Agencies . . 

National and Foreign 

Correspondents 
Sundry Debtors .. 
Securities deposited as per 
contra .. 
Long-term Exe hange Oper- 
ations oe 
Bank Premises, ete. 
Financial Partic ipations 
Furniture, etc. . “< 
Sundry Accounts ie 
Directors’ qualification . . 
Securities held 


5,510,993 $10 


74, 665 9 $43 

"35 97,250 $73 

8,885,810 $89 
634,031 

950,035 $36 

£00,000 800 

3,234,364 $91 


204,070,597 $95 


The balance of the deposit account shows an _ increase of 
Esc. 10,804,171 $49 with regard to the year 1926. 

The movement of Bills discounted and transferred which in 1926 was 
of Esc. 106,329,352$64, has been of Esc. 191,300,407$78 in 1927. 


The balance of Esc. 3,540,680$36 shown in the Profit and Loss Account 
has been appropriated as follows : 
Reserve Fund .. we - .. Esc. 132,636$03 
Uncertain Credits and Values Kke- 
demption Fund es 4s é* 
Dividend of 6 per cent. ; 
Balance to be carried forward to next 


Account me *2 i as 


I,: 342 ’ 249 $2 
1,800,000 $00 


205,795 $10 


Esc. 


3,540,680 $36 


The Chairman of this Bank is the important capitalist, Mr. Candido 
Sotto Mayor, a gentleman of high standing in the Portuguese and 
Brazilian finances. 

The Branches which this Bank possesses at Oporto, Braga, Coimbra, 
Vizeu, Viana do Castelo and Chaves have had an extraordinary dev elop- 
ment owing to the financial assistance given by them to the economical 
forces of their places. 

The said Bank is the Representative in Portugal of the Banco 
Portugués do Brasil, Rio de Janeiro, and its Branches, as well as of The 
British Bank of South America, Ltd., and has as London Correspondents 
the Midland Bank, Ltd., the Anglo-South American Bank, Ltd., Messrs. 
Kleinwort, Sons and Co., etc. 


(Advt.) 
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granted to the Bank of Portugal the exclusive privilege 
to issue notes. The chief clauses relating to that issue 
were as follows : 


1. The exclusive right of issuing notes during forty years. 


2. The right of issuing notes was limited to double the 
amount of the bank’s capital in cash. Any cir- 
culation of notes exceeding this limit had to be 
covered by an equal reserve in gold, in money or in 
bars, in the vaults of the bank. 


The total amount of the notes had to be covered by 
securities that could be realized within a period of 
not more than three months, and by the cash reserve. 

The cash reserve in money or in gold bars had to be 
equal to one-third of the total amount of the notes 
in circulation and of any other liabilities payable 
at sight. 

The bank was obliged to open branches or agencies 
in all the capitals of the administrative districts. 
The duration of these privileges was not to exceed 

forty years. 

The capital of the bank was fixed at 13,500 contos 
(a conto is 1,000 milreis). 


These provisions remained in force until the crisis of 
1891, but after that date the circulation of paper money 
ceased to have any limit and the metallic basis likewise 
ceased to bear any determined proportion to the notes 
issued. The total value of the notes issued was repre- 
sented in its greater part by loans to the State instead of 
by securities easily realizable within a period of not more 
than three months or by any metallic reserves. 

Up to 1896 the constitution of banks in the form 
of limited companies was subject to no other formalities 
than those of any other company. This liberty of estab- 
lishing and carrying on banking business ceased under the 
law of April 3, 1896. This law lays down the conditions 
necessary for the formation and conduct of banks. The 
formation of any limited company which had for its 
object the carrying on of any banking operations was 
subject to the special permission of the Government ; 
the establishment in Portugal of any foreign banking 
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agency also became subject to the authorization of the 
Government. This provision was very beneficial inasmuch 
as during the period of the war, and subsequently, it 
prevented the creation of a whole legion of banks as 
happened in 1875 and 1876. The law of April 3, 1896, 
was amended by the decree of March 20, 1925, which 
maintained many of the previous provisions. The chief 
provisions of this decree, which today govern all the 
banking institutions, may be summed up in the following 
manner : 


No bank or banking firm can be established or carried 
on without the authority of the Minister of Finance. 
In Lisbon and Oporto, no bank can be established or 
carried on with a paid-up capital of less than 500 
contos (ingold) nor can it be carried on in any other 
locality with a capital of less than 200 contos (in 

gold). 

In Lisbon and Oporto, no banking firm may establish 
itself or do business if its paid-up capital be less 
than 250 contos (in gold) or in any other locality 
if its paid-up capital be less than 100 contos (gold). 


Whoever may wish to establish a bank or a banking 
firm will have to make a written application to the 
Minister of Finance through the intermediary of the 
Board of Bank Inspection, in which must be set 
forth the economic reasons for which the creation 
of such bank or banking firm is required. 

No bank or banking firm may open any branches or 
sub-agencies on the continent or adjacent islands 
without the authority of the Minister of Finance. 


Banks and banking firms shall not be allowed : 


(a) To acquire for their own account their shares, 
or shares of other companies if not fully 
paid up. 

(6) To make any loans on the security of their 
own shares beyond 15 per cent. of the paid- 
up capital of the bank. 

(c) To embark on any speculative operations 
either in foreign exchanges or securities for 
any sum over and above Io per cent. of 
their capital. 













Head Office: HORTA Capital .. .. 50.000:000$00 
FAYAL, AZORES a 





Established 1926 








Established 1922 a 
tablish Head Office - LISBON 


BRANCHES IN ANGOLA 
LOANDA, LOBITO, BENGUELA, CABINDA, 
MALANGE, MOSSAMEDES, NOVO RE- 


DONDO, SADA BANDEIRA, VILLA SILVA 
PORTO. 









Capital authorised - 4.000:000500 
Capital subscribed - 3.000:000500 
Reserves - - - 1.200:000500 








IN BELGIAN CONGO: LEOPOLDVILLE. 





Lisbon Branch : 


83 — Rua Augusta — 87 
Tel. Address . Fayalbank 





State and Issue Bank 
of Portuguese Angola 







ALL BANKING BUSINESS 
GRANSACTED 







BANCO DO FAYAL BANCO DE ANGOLA 







The Match & Tobacco 
Timber Supply Co. 






Vintage Brand 





oe 
a 
a 





2 3 


FINEST RESERVE 







Authorised Capital - £1,000,000 
Paid-up - : - £750,000 












Concession of Lena Coal 
Mines Railway Martingan- 
¢a-Batalha-Entroncamento 


GRAHAM’S 
PORT 









Match Manufacture 
Sawmiills 














Branch in Paris - 11 Rue Lafayette 
















Shipped by eumuaniiaas 
Head Office: 
W.&J. Paci & Co. Rua de S. Juliao, 139, Lisbon 
porto 


Telegraphic Address: OCCABOT, LISBON 
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(7) To assume either by way of discount, loans, 
or any other manner any total liability 
exceeding the total amount of their capital, 
of their reserve fund, of their fixed deposits, 
and a percentage of their sight deposits to 
be fixed by the Banking Board. 

(e) To grant to any single individual or company 
any credit for any amount over and above 
one-tenth of their own total capital and 
reserve fund. 

7. Banks are not allowed to immobolize their capital 
for more than three months in excess of one- 
twentieth part of their capital. Such immobiliza- 
tions require the approval of a shareholders’ meeting. 

8. The interest payable on deposits to order shall not 
exceed by more than one-half the average discount 
rate of the Bank of Portugal. 

g. The assets under the heads of bills receivable, bills 
discounted, transfers, foreign exchanges, debts of 
agencies, floating funds, and accounts of banks, shall 
include securities realizable within a period not 
exceeding ninety days to the extent of at least 
four-fifths of the total amount of the sight deposits. 

10. The total amount of bills receivable, bills discounted, 
transfers, foreign exchanges, debts of agencies, float- 
ing funds, cash in hand and with other banks, shall 
always represent at least the total value of deposits 
to order. 

11. The Bank of Portugal is not allowed to carry on in 
Lisbon or in Oporto any direct discount operations, 
and it shall only work in these two cities under this 
class of operations merely as a re-discounting bank 
for the national banks and banking firms. 


The aforesaid decree also creates a Banking Board 
composed of nine members, whose powers, in addition 
to those conferred by the decree, shall include also those 
granted to it by the Minister of Finance. The decree 
also creates the post of Inspector of Banking, whose 
object shall be the control of all credit institutions and 
whose duty shall especially be to ascertain : 

(a) If the capital of the establishment complies with 

the limits that have been fixed. 





THE ANGLO-AMERICAN 
BANK OF GREECE, S.A. 


Founded 1924 
Capital paid up Drachmas 28.595.800 


Reserve Fund Pn 2.415.000 


Deposits and 
Creditors ‘a 60.000.000 


HEAD OFFICE: 


ATHENS, Greece: CORAI ST., 5 


Cable Address; BANKANGLAM 


Branches: Pirzus, with sub-branch at 

Nea Kokkinia; Megara, Naxos, Paros, 

Tinos, Lepanto, Potamos_ (Cerigo), 
Neapolis (Vatica), etc. 


A filiations: BANK OF SAMOS 
Capital paid up Drs. 5,000,000, with 
branches at Pirzus, Vathy, Carlovassi, 
Tighani (Samos), and Aghios Kirykos 

(Nicaria). 


London Bankers: 


Midland Bank Limited, Lloyds Bank 
Limited, Ionian Bank Limited 


Every description of Banking business 

transacted. Receives deposits for fired 

periods at rates which may be ascertained 
on application. 









TRADE INDEMNITY 


COMPANY LIMITED. 
Established 1918. 


(Chairman—C, E. HEATH, O.B.E.) 


CAPITAL: 


AUTHORISED AND ISSUED 
£250,000 Fully Paid. 


TRADE CREDITS 


The object of the Company is to assist British 
Merchants and Manufacturers to develop 
Home and Overseas Business by the Insurance 
of Credits. 

The Company is prepared to grant policies 
insuring approved accounts up to 75 per 
cent. of the net invoice value of goods 
sold and delivered in the ordinary way of 
trade to customers domiciled in almost 
any part of the world. 








Prospectus and Proposal Forms can 
be obtained on Application to— 


77 CORNHILL, LONDON, €.C.3. 


MANCHESTER OFFICE : Yorkshire House, Cross Street 










All inquiries are treated in the strictest confidence ~ 





DRESDNER BANK 


Head Office: BERLIN W. 56 


BALANCE ‘SHEET 
3ist December, 1927 


ASSETS 


Cash in hand, foreign cur- 

rencies, coupons, and bal- 

ances with Issuing and 

Clearing Banks. .. . 46 155 747.82 
Bills . = 411 032 811.34 



























Reichsmark 













Cash de posits with Banks 

and Banking Firms . . 226 851 356.34 
Loans against Stock Ex- 

change Securities . 86 111 461.21 
Advances on stored goods 

and shipments . . . . 211 142 540.70 





981 293 917. 41 
Securities owned by the 
Bank . 25 548 280.39 
Participations in sy ndicates 13 632 471.91 
Permanent participations 
in other Banks and Bank- 
ing Firms. . 27 770 482.65 
Debtors on current account 803 889 486.12 
{n addition: Debtors lia- 
bilities for guarantees given 
Rm. 71 324 739.11 























Bank Premises ‘a 29 800 000.— 
Other Freehold Property ‘ 910 000.—- 
Furniture . . . . 1— 
Investments of Pension 

ee a se) ee eee 1 950 869.65 






1 884 795 509.13 







LIABILITIES 


Share Capital 

Open Reserves . 

Creditors a a 

Acceptances and Cheques 
In addition: Guarantees 
on account of customers 

Rm. 71 324 739.11 

Pension Fund... . . 
Dividends Unpaid 

Net Profit e « 


Reichsmark 






100 000 000.— 
30 400 000.— 

1 640 148 026.68 
99 087 140.73 































2 000 000.— 
7 777.72 
13 072 564.— 
es 









1 884 795 509.13 
ESR NOT Se A 
Profit and Loss Account 


31st December, 1927 













Dr. 


General Expenses 
‘Taxes a 
Net Profit 


Reichsmark 


56 658 142.82 
7 pot. 780.14 
3 072 564. 





















1 








222 486.96 














Cr. 


Brough tforward from 1926 
Bills, Interest, Coin. and 
Dividend Warrants - Ac- 
counts. . ‘ 
Commission Ace ount. 
Profits from permanent 
participations in other 
Banks and Banking Firms 
Various Receipts é wd 


Reichsmark 








628 135.- 





















32 605 494.09 
42 206 840.29 
















1 463 222.14 
318 795.44 


77 222 486.96 
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(b) If it complies with the proper legal conditions and 
reserve fund. 

(c) If any forbidden operations have been carried out. 

(d) If foreign establishments are working in accordance 
with the provisions of the law. 


In the following tables we show the balances, as at 
December 31, 1926, of the bank accounts, separating the 
issuing banks from the others : 


Bank of 
Portugal. 


Contos. 


Cash in 

hand i 9,691 
Funds with 
otherbanks 

Floating 

funds ns 45,828 
Discounts. . 349,164 
Secured 

loans and 
current 
accounts. . 
Sundry 
accounts. .| 3,717,773 90°1 


Total. ... 4,127,834  100°0 


Banco Nacional 
Ultramarino. 


Contos. 


66,426 
1,491,185 


1,940,855 


Other on 
Banks. Total. 


Contos. bp Contos. 
5°2 102,019 
a5 105,267 


6 153,776 
30°74 |) 1,061,207 


113,791 78 185,595 
703,288 48°5 | 5,912,246 


1,450,421 | 100°0 | 7,519,110 100°0 


Under the heading of the Bank of Portugal there 
appear the debits owing by the Public Treasury to the 
bank, for 1,601,325 contos, representing 43 per cent. 
of the other accounts, which reduces this item to 52°I per 
cent. of the assets of the bank, and to 57°5 per cent. of 


the total assets : 


Bank of 
Portugal. 


Liabilities. 


Contos. 


Capital and 

Reserve 

Funds 

Deposits .. 

Bills pay- 

able - 
Profit and 

Loss a 12,588 3 
Notesin 

Cireulation) 1,853,827 15°0 
Sundry 

accounts..) 2,106,264 50 


Total ..) 4,127,834 100°0 


Banco Nacional 
Ultramarino. 


Contos. 


70,000 
282,071 


34,275 


11,469 


| 
1,543,040 


1,940,855 


100°0 


Other 9 
Banks. otal. 


Contos. % Contos. 


55 


123,45 
44 


3,4: 
928,3 
16,109 
$8,405 
1,853,827 
758,165 52°5 | 4,407,469 56 


1,450,421 100°0 | 7,519,110 100°0 
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CREDIT LYONNAIS 


Subscribed and Paid-up Capital - , Frs. 255,000,000 
Reserve Fund - - - - - Frs. 227,000,000 


Head Office: LYONS ~- Palais du Commerce 
Central Office: PARIS - 19 Boulevard des Italiens 


London Office: 40 Lombard Street, E.C. 
West End Branch: 25-27 Charles Street, Haymarket, $.W.1 


950 BRANCHES AND OFFICES IN FRANCE AND EUROPE 
CORRESPONDENTS IN ALL PARTS OF THE WORLD 


Correspondent im Portugal: CREDIT FRANCO-PORTUGAIS | a 








WILLIAM GRAHAM (Jr.) & CO. 


LISBON. 


WILLIAM & JOHN GRAHAM & CO. 


OPORTO. 


British firms established in Portugal for over one hundred years. 


AGENTS & MERCHANTS 


(Export and Import) 


Also MANUFACTURERS in Portugal of 
TEXTILES and PAPER. 


Head Office: 


GRAHAM’S TRADING CO., LTD., 
7 ST. HELEN’S PLACE, LONDON, E.C.3. 


Also of Manchester, Liverpool, Glasgow, Bombay, Calcutta, Karachi, Rangoon. 





(A dot.) 
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Banco de Portugal 
Established 1846 
Capital - Esc. 13 : 500.000 


Head Office: Lisbon—148, Rua do Comercio. Telegraphic Address: ‘‘ Bangal” 


Governor : Innocencio Camacho Rodrigues. 

Vice-Governor : Dr. Joao da Motta Gomes Junior. 

Directors : Dr. Ruy Ennes Ulrich, Antonio José Pereira 
Junior, Dr. Fernando Emygdio da Silva, Dr. José 
Caeiro da Matta, Dr. Manoel Antonio do Casal 
Ribeiro de Carvalho, Ramiro Leao, Domingos de 
Souza e Holstein Beck, Henrique Missa, and Dr. 
Joao Emauz Leite Ribeiro. 

Branch : Oporto—Largo 5S. Domingos. Telegraphic 
address : “ Arca.” 

Agencies; Angra do Heroismo (Azores), Aveiro, Beja, 
Braga, Braganca, Castelo Branco, Coimbra, Covilha, 
Elvas, Evora, Extremoz, Faro, Figueira da Foz, 
Funchal (Madeira), (Guarda, (suimaraes, Horta 
(Azores), Lamego, Leiria, Loulé, Moura, Olhao, 
Ponta Delgada (Azores), Portalegre, Portimao, San- 
tarem, Setubal, Torres Vedras, Viana do Castelo, 
Vila Real, Vila Real de Santo Antonio, and Vizeu. 


Princtpal Correspondents Abroad : NEw YorK : American 
Exchange-Irving Trust Co., National City Bank of 
New York. Boston: Merchant National Bank of 
Boston, First National Bank of Boston. PRovI- 
DENCE: Industrial Trust Co. Lonpon: Barclays 
Bank, Ltd., Westminster Bank, Ltd., Lothbury 41, 
Midland Bank, Ltd., Lothbury 6. Paris: West- 
minster Foreign Bank, Ltd., Comptoir National 
d’Escompte de Paris, Société Générale. BORDEAUX : 
Comptoir National d’Escompte de Paris. MADRID: 
Banco Hispano Americano, International Banking 

















BANCO DE PORTUGAL— continued. 


Corporation. BARCELONA: Banco Hispano Ameri- 
cano. SAN SEBASTIAN: Banco Guipuzcoano, 
BERLIN : Commerz und Privat Bank, Darmstadter 
und National Bank. HAMBURG: Commerz und 
Privat Bank. PRAGUE: Banque de Crédit de Prague. 
GENEVE : Société de Banque Suisse. St. GALL: 
Union de Banques Suisses. AMSTERDAM: Amster- 
damsche Bank. BRUXELLES: Comptoir National 
d’Escompte de Paris. STOCKHOLM: Scandinaviska 
Kreditaktiebolaget. RIO DE JANEIRO: Banco do 
Brazil, Banque Frangaise et Italienne pour l’Amérique 
du Sud. TANGER: Banque d’Etat du Maroc. Yoxo- 
HAMA : Yokohama Specie Bank. 


, 


Although Portugal possessed a crude ‘maritime’ 
banking organization established by Don Fernando in the 
fourteenth century, and some primitive types of agricul- 
tural banks existed in the sixteenth century, it was not 
until 1821 that a bank, in the proper sense of the term, 
was established by legal enactment upon the last day of 
that year. When, in 1687, the great lack of coins made 
it necessary to issue paper money to the amount of 
9,000 contos, that issue was generally at a discount of 
between 20 and 25 per cent. In fact, during the period 
of the French invasion it was at a discount of 60 per 
cent. The evil speculative tendencies due to the fluctua- 
tion of the paper money were accentuated by constant 
forgeries. 


In 1821 a national bank (Banca de Lisboa) was esta- 
blished by legal enactment in Lisbon, which had the right 
of issuing notes for a period of twenty years and was 
under the direct protection of the States Assembly. It 
had the right to issue notes which were accepted as legal 
tender, and in return the bank had to contribute towards 
the redemption of the paper money by means of certain 
loans to the State. By virtue of the law of June 7, 1824, 








































BANCO DE PORTUGAL — continued. 


the bank’s privileges were extended by a further thirty 


years. 

The bank made satisfactory progress until the crisis 
of 1827, when, owing to the unexpected issue of silver coins 
in exchange for notes, it was forced to suspend the con- 
vertibility of its issues. Various measures were taken to 
assuage the effects of the crisis, one of which terminated 
the issue of paper money (the decree of July 23, 1834). 
It was then ordained that all payments had to be made 
in coin, and as a temporary measure English sovereigns 
and Spanish and Mexican “‘duros”’ were accepted as 
legal tender. 


A succession of political upheavals gravely affected 
the public finances and necessitated long deferred, 
drastic reforms. As the Government had little financial 
resources its policy was greatly influenced by a number 
of companies, such as the Companhia Confianga Nacional, 
Companhia das Obras Publicas, Companhia do Tobaco, 
Companhia de Sabao e Polvora, etc. The association of 
the State with those companies caused a general mora- 
torium, the evil effects of which fell upon the bank. To 
remedy this profoundly grave condition of affairs it was 
decided to fuse the two credit institutions, the Companhia 
Confianca Nacional and the Banco de Lisboa into a new 
organization—the Banco de Portugal, which had the 
exclusive right to issue notes in Portugal (apart from the 
limited and long-established rights of the Banco Commer- 
cial de Porto). But this reform did not achieve the 
results expected of it, and a grave economic crisis arose 
which compelled the Government to decree that all 
payments to the State had to be made half in coins and 
half in notes, not at their nominal value, but upon a 
valuation made by a Stock Exchange committee. The 
notes were, therefore, practically driven out of circula- 
tion; bills and other credit paper which remained in 
circulation constantly oscillated in value. 





























BANCO DE PORTUGAL— continued. 


In 1850, despite the conditions of the charter of the 
Banco de Portugal, numerous banks of issue were created 
and the Banco de Portugal’s privileges were strictly 
limited. A wave of speculation spread over the country, 
with deplorable consequences to the national! credit. 
Many of the banks utilized their own capital and their 
customers’ deposits in commercial transactions and 
sacrificed their liquid position in the vain hope of obtain- 
ing a high yield. Their funds having been locked up, 
they were unable to meet the demands of their depositors 
and other creditors. This led to another crisis and forced 
the nation to consider the limitation of the right to 
establish banks. This “right’’ had led to bankruptcy 
and wholesale forgeries. 


The reconstitution of the Banco de Portugal was 
therefore urgently imperative, and, despite formidable 
opposition, a law (of July 29, 1887) was passed conferring 
upon the bank the right to issue notes for the whole of 
Portugal. The Banco de Portugal still functions in 
accordance with the main provisions of this law. 


The capital of the bank was increased to 13,500 
contos. Agencies were created in various centres of the 
country to provide the public with discount facilities. 
The right of issuing notes was granted for a period of 
forty years, and the amount was limited to twice the issued 
capital of the bank. The issue had to be covered by a 
metallic reserve in gold coins or gold bars, equal in 
value to one-third of the total notes in circulation. The 
nature and scope of the bank’s transactions were strictly 
limited, close Government supervision was provided for 
and the bank’s interest policy was defined. In addition 
to its functions as a credit institution the bank was 
created banker to the State and general agent of the 
Treasury in the metropolis. In this capacity it had to 
sustain the organization for the transfer of funds and to 
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BANCO DE PORTUGAL — continue. 


defray public pensions to which the State contributed 
an annual sum of 800.00$000 reis. The Government 
was also entitled to open a current account with the 
bank, which was limited to 2,000 contos, upon which the 
State paid 4 per cent. interest. Finally, the State par- 
ticipated in the profits of the bank when they exceeded 
7 per cent., and also participated in the excess of interest 
receipts if the bank rate was 5 per cent. or over. 








On December 10, 1887, the provisions of the law 
reconstituting the bank were fully implemented. Four 
years later another acute crisis arose, the main causes 
being the difficulties of obtaining an external loan, the 
failure of a projected internal loan of 9,000 contos, the 
action of the tobacco company in transferring to foreign 
interests one of the most important sources of the 
national income, and the risky and fraudulent policy of 
banks in the North. These difficulties were accentuated 
by the crisis in the financial markets of Europe and 
America. All these factors severely strained the resources 
of the Banco de Portugal, and the breaking point was 
reached when the Banco Lusitano suspended payments 
and when several important Portuguese businesses were 
plunged into difficulties. A decree was therefore pub- 
lished compelling the public to accept the bank’s notes 
as legal currency. This merely intensified the crisis. 
A number of legislative measures were then introduced 
proclaiming a moratorium and cancelling the right to 
issue notes which was held by certain banks in the North. 
It was also enacted that the fiduciary circulation should 
be increased and the amortization of certain loans was 
deferred. The inconvertibility of the bank’s notes was 
also declared. As a result of these measures certain 
alterations were made in the constitution of the Banco 
de Portugal by a decree dated April 13, 1892. These 
alterations, together with certain reforms made in 1906, 
are still fundamental parts of the bank’s constitution. 
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BANCO DE PORTUGAL—continued. 


The Great War, which so profoundly affected the 
economic life of all nations, made it necessary to recast 
the Banco de Portugal’s constitution, and a decree to 
that effect was issued on April 23, 1918. This decree 
divided the note circulation into two parts, viz. circulation 
on account of the State, and circulation on commercial 
account. The former is the result of the Government’s 
borrowing from the bank. Provisions are made for its 
redemption by means of a sinking fund. It is specifically 
secured by 72,718 first debentures of the Portuguese 
Railway Company. The circulation of the bank on 
commercial account has for its counterpart the gold 
reserves and the assets of the bank. These assets must 
be the results of commercial transactions and of a liquid 
nature, realizable within three months. The Government’s 
debts to the Bank of Portugal were unified, and are now 
subject to the same provisions. The old current account, 
and the account of agricultural credits, were reorganized. 
Both accounts are free of interest. The note-issuing 
privilege of the Bank of Portugal was extended until 
1937. The relations between the Government and the 
bank have been regulated by an agreement providing for 
recourse to arbitration should any controversy arise. 
Several laws have since been passed making some 
minor alterations in that agreement, owing to economic 
circumstances which made such changes necessary. 


Among others, the law of November 27, 1920, 
authorized the increase of the fiduciary circulation. The 
law of March 22, 1922, authorized the Government to 
conclude a new agreement with the Bank of Portugal. The 
convention of December 29, 1922, regulated the foreign 
exchange situation. The laws of May 18 and November 
28, 1923, and the decree of March 17, 1924, authorized 
the conclusion of new agreements between the Govern- 
ment and the bank. Last, the decree of July 19, 1926, 
authorized the conclusion of another agreement. 
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PORTUGUESE RAILWAY 
COMPANY 


HE railways of Portugal consist of 401 miles of 
narrow gauge lines and 1,682 miles of normal 
gauge lines. The narrow gauge lines are worked 
by three small companies and the normal gauge lines by 
two companies, the most important of which is the 
Portuguese Railway Company, whose head office is in 
Lisbon, and which, at present, works 1,508 miles, that is 
to say, nearly all the normal gauge railways existing in 


the country. 
This company is the successor of a company which 


was organized by a group of English capitalists, whose 
chairman was Mr. Hardy Hislop, and to which the 


Portuguese Government granted in 1852 the construction 
of a part of the actual lines. The first plans were drawn 
up by the English engineers, Rumball and White, and the 
first tract of railway was opened in October 1856. 


After the completion of the lines the company con- 
trolled 712 miles of railways, situated in the central part 
of the country, between the River Tagus, on the edge of 
which lays the town of Lisbon, and the River Douro, 
which serves Oporto. In 1927 the State handed over to 
the company the working of the lines existing in the 
south and north of the country (a total of 796 miles), which 
till then had been worked directly by the State. In con- 
sequence of this the Portuguese Railway Company now 
serves all the country, from north to south, including the 
important ports of Lisbon and Oporto, and is thus enabled 
to offer excellent accommodation to passengers coming 
from America who wish to go by this way to Madrid or 
Paris. Lisbon is connected with the above capitals by 
daily express trains equipped with every possible luxury. 



















continued. 


PORTUGUESE RAILWAY COMPANY 


The company’s lines join the Spanish lines at the 
frontier stations of Valenca for Galliza, Barca d’Alva for 
Salamanca, Medina del Campo and Irun, Marvao for 
Madrid, and Elvas for Sevilla. 

The service of trains between Lisbon and Oporto 
deserves a special reference. The distance between those 
two towns is 211 miles, the former being the official 
capital of the country and the latter the chief commercial 
centre. They are connected by numerous trains, some of 
which are trains de luxe, which are remarkable for their 
high average speed, although they have to pass through 
hilly regions. 

On the line from Lisbon to Oporto is the old town of 
Coimbra, one of the principal tourist centres in Portugal, 
notable for its ancient foundations, among which is the 
university founded by King Diniz in the thirteenth 
century. On the same line, near Oporto, and over the 
Douro, is the famous bridge D. Maria Pia, one of the most 
celebrated bridges in Europe. This bridge was built by 
the French firm Eiffel, and is supported by a single arch 
of 133 yds.,and stands 66 yds. above theriverlevel. The 
company’s lines serve well-known places such as the 
picturesque Cintra, near Lisbon, where a large number 
of people go during the summer. 


Traffic has permanently increased since the war, and 
revenue has accordingly risen. It amounted in 1927 
to £1,800,000 for the company’s old lines, to which in 
future may be added £1,000,000, being the revenue of 
the southern and northern railways which the State rented 
to the company. The operating ratio has varied during 
the last years from 70 to 75 per cent., whilst in France in 
1926 for all railways it was 73°23 per cent., and in 
England 90°68 per cent. It should be noted that such an 
advantageous result was obtained in Portugal in spite of 
the fact that all the fuel and the greatest part of the 
consumption materials are imported from abroad, and the 
passenger fares as well as the freight rates are very low. 












































PORTUGUESE RAILWAY COMPANY— continued. 


In fact first, second, and third class passenger fares are 
the lowest in Europe. 


Every year improvements to the stations and workshops 
have been carried out, so as to increase the passenger and 
goods traffic. These improvements include the con- 
struction of a second line from Lisbon to Oporto, of 
which 177 miles are already completed, and only 34 miles 
remain to be-constructed. All these works have been 
financed from revenue, but the Company is now con- 
sidering a financial operation which will enable it to carry 
out in a short period most important works and to increase 
the rolling stock, which is required for the development 
of traffic. This expenditure would place the Company in 
the first rank of modern railways. 


The list of works to be carried out include the com- 
pletion of the second line between Lisbon and Oporto, 
which necessitates a new bridge over the River Douro; a 
passenger station close to the port of Lisbon, establishing 
an easy connection between liners and railways; the 
construction of new goods stations in Lisbon and Oporto, 
and the adoption of the block-system in the lines. 


The loan that the Company intends to realize for 
carrying out these works is largely guaranteed by that 
part of the operating revenues which the Company would 
have to set apart every year if the works had to be carried 
out gradually as up to now. 





THE POLISH HANDBOOK 


A Guide to the Country and Resources of the Republic of Poland 


10/6 post FREE 


Order from: 
Tue Epitor, THE PoLisH HANDBOOK, 47a PORTLAND PLACE, LONDON, W.1 









BANK OF NEW ZEALAND. 


Bankers to the New Zealand Governm 


Authorised — - 87,561,238 


Paid-up Capital, as at 31st March 1927 ea sa om . £6,529,185 
Reserve Fund and Undivided Profits ae poe ae oad 3,609,655 


£10,138,840 















£48,860,540. 





Aggregate Assets at 31st March 1927 






London Office: 1 QUEEN VICTORIA STREET, E.C.4. 
Negotiates and Collects Bills of Exchange. Grants Drafts on its Offices in New Zealand, Australia, Fiji, and 
Samoa. Remittances made by telegraphic transfer. ROBERT MILI, Manager. 









NEW ZEALAND 


A Prosperous Dominion 
Last year New Zealand supplied Great Britain with :— 
55% of her imported Mutton and Lamb 













A 23% 35 9 ” Butter 
53% » » o Cheese 
23 % ” ” ” Wool 






The highest per capita Exports of any country. Britain’s best (per capita) customer 
New Zealand offers splendid opportunities to British manufacturers and investors 
For further information, apply to: The High Commissioner for New Zealand, 415 Strand, London, W.C.2 


HARMAN & LAMBERT 


(HARMAN & CO., LTD.) 
Dealers in Antient Silver & Fewellery, etc. Church 
Plate a specialité. Silver and Fewellery purchased for 
cash or taken in exchange. 
ESTABLISHED in COVENTRY STREET in 1760. 


177 NEW BOND STREET, LONDON, W.1 


*Phone: Mayfair 0137. 


NATIONAL BANK OF EGYPT. 


HEAD OFFICE : CAIRO. 


FULLY PAID CAPITAL - - . : - £3,000,000. 
RESERVE FUND .- - - - - - £2,775,000. 






































London Agency : 
6 and 7 KING WILLIAM STREET, E.C.4. 


Branches in all the Principal Towns in 


EGYPT and the SUDAN. 
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HENRY HEATH 


Aes LIMITED oom 
ESS) 22 
CS, 105,107,109 OXFORD stw =<) 


62a PICCADILLY, W. 
58 CHEAPSIDE, E.C. 
137 FENCHURCH ST., E.C. 
78 LOMBARD ST., E.C. BY AProwTment 


THE ‘“ YORK’’ THE ‘* CODDINGTON” 


Of finest quality fur felt. Hand shaped Made of superfine fur felt, perfect in style 
and finished in four widths of brim. Most and correct in detail, this model is ideal for 
popular for town wear. all occasions. In Buff and shades of Grey. 


21/- 26;- 30;- 25/- and 32/6 


‘““SILK HATS”’ 


Few things yield a greater return in effect- 
iveness than a well-chosen silk hat. Made 
in three widths of brim. 


40/- 46/- 50/- 


AGENTS THROUGHOUT THE KINGDOM. 


Write for Illustrated Catalogue. Name and address of nearest agent sent upon request. 








